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A b s t r a c t
T h i s t h e s i s d e a l s w i t h t e n s i o n s m e t i n a c c o u n t i n g f o r l i a b i l i t i e s . O v e r t h e y e a r s , t h o s e
t e n s i o n s a r o s e i n d e f i n i t i o n , r e c o g n i t i o n a n d m e a s u r e m e n t o f l i a b i l i t i e s . W h i l e o n c e
r e g a r d e d a s q u i t e u n c o m p l i c a t e d ( a n d r e q u i r i n g l i t t l e t h o u g h t ) , l i a b i l i t i e s b e c a m e m o s t
c o m p l e x a s t h e d e f i n i t i o n b r o a d e n e d a n d n e w f i n a n c i a l i n s t r u m e n t s ( b o t h p r i m a r y a n d
s e c o n d a r y ) w e r e c r e a t e d , c a u s i n g r e c o g n i t i o n a n d m e a s u r e m e n t t e n s i o n s w i t h i n
a c c o u n t i n g . T h e 2 1 S I C e n t u r y h a s w i t n e s s e d c o n t i n u e d d e b a t e o n E q u i t y / L i a b i l i t i e s .
T h e t h e s i s d e v e l o p e d h e r e i s t h a t a t t e m p t s t o d e v e l o p a t h e o r e t i c a l l y s o u n d a n d p r a c t i c a l l y
w o r k a b l e w a y o f a c c o u n t i n g f o r l i a b i l i t i e s h a v e b e e n c o n s t r a i n e d b y a r e c y c l i n g o f i d e a s ,
o f b e i n g s t u c k i n a n i n t e l l e c t u a l g r o o v e . I t i s a r g u e d t h a t t o e x i t t h a t g r o o v e r e q u i r e s
a g r e e m e n t t h a t t e n s i o n s f o l l o w f r o m t h e p r o v i s i o n o f i n t e r m i n g l e d d a t a - c o n v e n t i o n a l
a c c o u n t i n g , f i n a n c i a l , e c o n o m i c a n d s o c i a l - i n o n e r e p o r t .
T h e p r o p o s a l h e r e i s a n y a p p r o a c h t o u n r a v e l t h a t i n t e r m i n g l i n g m u s t :
• P r o d u c e a c o n t e m p o r a r y s t a t e m e n t o f f i n a n c i a l p o s i t i o n ,
• A l l o w f o r t e n s i o n s f r o m a m i x i n g o f i d e a s a n d c o n c e p t s o f a n
i n t e r d i s c i p l i n a r y t y p e ,
• P r o d u c e a n i n t e r r e l a t e d h i e r a r c h y i n t h e d e f i n i t i o n o f t e r m s ,
• A c c e p t t h a t v a l u e s a r e d i s t i n c t f r o m p r i c e s , a n d
• A l l o w f o r d i l e m m a s m e t i n m e a s u r e m e n t , i n c l u d i n g t h o s e r e l a t e d t o t h e
t i m e f a c t o r , m a r k e t s a n d m o d e l s .
A b o v e a l l e l s e , c o n s i d e r a t i o n m u s t b e g i v e n t o
• ' T h e t o t a l s c e n e ' - o n e o f t h e m a j o r t h e m e s o f C h a m b e r s ' w o r k s .
W h i l e r e s e a r c h i n t h i s a r e a m a y b e c o n d u c t e d i n d i s t i n c t w a y s , h e r e C h a m b e r s ' ' m e t h o d
o f c o n s t r u c t i o n ' i s e m p l o y e d - o n e w h i c h a n a l y s e s t h e e n v i r o n m e n t i n w h i c h a c c o u n t i n g
f o r l i a b i l i t i e s i s p l a c e d . C h a m b e r s ( a n d o t h e r s b e f o r e a n d a f t e r h i m ) c l a i m t h a t t o p r o v i d e
a p r o p e r m e t h o d o f a c c o u n t i n g f o r e l e m e n t s ( i n c l u d i n g l i a b i l i t i e s ) , o n e m u s t f i r s t e s t a b l i s h
t h e f u n c t i o n o f a c c o u n t i n g . I t i s a r g u e d t h i s i s t o p r o v i d e f i n a n c i a l s t a t e m e n t s w h i c h a c t
a s a d e v i c e t o s t e e r o r c o n t r o l c o r p o r a t i o n s a s w e l l a s a s s i s t i n g r e l a t e d d e c i s i o n - m a k i n g
( o r w h a t C h a m b e r s w o u l d t e r m ' c h o i c e ' ) b y s t a k e h o l d e r s . C h a m b e r s u s e d , a m o n g o t h e r
t e c h n i q u e s , a f l i g h t i n s t r u m e n t n a v i g a t i o n a n a l o g y t o s u p p o r t h i s r e q u i r e d o u t p u t s o f a n
a c c o u n t i n g s y s t e m . T h i s i s c o n s i s t e n t w i t h t h e u s e o f t h e t e r m ' g o v e r n a n c e ' w h i c h m a y b e
t r a c e d b a c k t o e a r l y G r e e k o r i g i n s . W h i l e ' c o r p o r a t e g o v e r n a n c e ' i s a p h r a s e a r g u a b l y
c o i n e d i n t h e l a t e 1 9 8 0 s , t h e i d e a i s m u c h o l d e r . I t w a s c e r t a i n l y d i s c u s s e d i n t h e 1 8 0 0 s i n
b o t h U K a n d U S A , a s s h o w n i n C h a p t e r 2 .
I t i s s h o w n t h a t t h r o u g h o u t t h e 1 9
t h
a n d 2 0
t h
C e n t u r i e s , i s s u e s e m e r g e d i n r e s p e c t o f
f i n a n c i a l r e p o r t i n g , a c a t e g o r y m o r e g e n e r a l t h a n f i n a n c i a l s t a t e m e n t s , r e s u l t i n g i n
l e n g t h y d e b a t e . C h a m b e r s s a w a l i n k b e t w e e n t h e r e p o r t i n g o f ( s o m e t i m e s m i s l e a d i n g )
a c c o u n t i n g d a t a , ( e s p e c i a l l y t h a t f o u n d a f t e r u n e x p e c t e d c o r p o r a t e c o l l a p s e s , i n
m e r g e r s l t a k e o v e r s / a m a l g a m a t i o n s b a t t l e s a n d i n t h e d i l e m m a s m e t i n t i m e s o f r a p i d
c h a n g e s i n p r i c e s a n d p r i c e l e v e l s ) , a n d c a l l s f o r r e f o r m o f a c c o u n t i n g o f a c o n v e n t i o n a l
t y p e . I n C h a p t e r 2 , w i t h i n a c o n t e x t o f e v e n t s i n a d o m i n a n t ( i n t h e A n g l o - S a x o n s p h e r e )
U K , i t i s a r g u e d t h a t e a r l i e r a n a l y s i s o f c o m p a n i e s w a s g e n e r a l l y a t a l e g a l l e v e l . L a t e r ,
t h e a d v a n t a g e s o f a c o m p a n y f o r m a t t o f i n a n c e a n d m a n a g e l a r g e i n v e s t m e n t p r o j e c t s l e d
t o a n a l y s i s a t a n e c o n o m i c l e v e l . T o w a r d s t h e e n d o f t h e 1 9
t h
C e n t u r y , a m a j o r i s s u e o f
d e b a t e w a s ' b i g b u s i n e s s ' . I n t h e 2 0
t h
C e n t u r y , a s U S A d o m i n a n c e g r e w , ' p u b l i c i t y ' a s a
c o n t r o l d e v i c e w a s d e b a t e d - t i m e s w h e n a c c o u n t i n g r e p o r t s a r g u a b l y h a d a s t a t e d
f u n c t i o n . H o w e v e r , i t w o u l d t a k e a l e n g t h y p e r i o d t o i d e n t i f y w h a t w a s t o b e p u b l i s h e d .
I n g e n e r a l , t h e r e p o r t s w e r e o f p o s i t i o n a n d p e r f o r m a n c e ( C h a p t e r 3 ) . C o n t r o l o f t h e
c o n t e n t s o f t h e s e r e p o r t s w a s ' c a p t u r e d ' b y t h e a c c o u n t i n g p r o f e s s i o n , a w e l l - k n o w n
p r a c t i t i o n e r G e o r g e O . M a y p l a y i n g a p i v o t a l r o l e . T h e ' M a y l e g a c y ' s a w c o n s o l i d a t i o n
o f a l l o c a t e d h i s t o r i c a l c o s t a s t h e f o u n d a t i o n o f w h a t i s r e f e r r e d t o a s c o n v e n t i o n a l
a c c o u n t i n g ( C h a p t e r 4 ) .
I n C h a p t e r 5 , t h e 1 9 4 0 s a r e i d e n t i f i e d a s t i m e s w h e n t h e c o r p o r a t i o n ' s r o l e m o v e d t o t h e
s o c i a l l e v e l . D u r i n g t h a t t i m e , t h e M a y l e g a c y l e d t o t e n s i o n s , a s o t h e r s s o u g h t f i n a n c i a l
s t a t e m e n t s o f a m o r e r e l e v a n t , c o n t e m p o r a r y t y p e . F r o m t h e l a t e 1 9 4 0 s t o t h e m i d - 1 9 6 0 s ,
C h a m b e r s d e v e l o p e d a r i g o r o u s s y s t e m o f f i n a n c i a l r e p o r t i n g t o h e l p u s e r s u n d e r s t a n d t h e
n u a n c e s o f f i n a n c i a l a d a p t a t i o n . D e v e l o p e d i n a s e r i e s o f j o u r n a l a r t i c l e s , i t w a s p u b l i s h e d
( i n i t s t h e n f o r m ) a s a b o o k i n 1 9 6 6 - a m a g n u m o p u s o f a c c o u n t i n g t o e x t e r n a l u s e r s .
~ontinuously C o n t e m p o r a r y A c c o u n t i n g ( C C A ) w a s C h a m b e r s ' s o l u t i o n . T h e a c r o n y m
w a s l a t e r u s u r p e d b y a n o t h e r s y s t e m - C u r r e n t C o s t A c c o u n t i n g - a n d C h a m b e r s ' m o d e l
b e c a m e k n o w n a s C o C o A . T h i s m o d e l , d e s p i t e i n c o r p o r a t i n g t h e w o r k s o f v a r i o u s
s c h o l a r s a n d a p p l i c a t i o n s f r o m p r a c t i c e , w a s s e e n a s b e i n g n o v e l a n d q u i t e r a d i c a l .
T h e s y s t e m w a s q u i c k l y a t t a c k e d b y s o m e a c a d e m i c s , t h e i r s t u d e n t s a n d p r a c t i t i o n e r s .
T h e y s a w m i n i m a l n e t b e n e f i t i n a d o p t i n g t h e s y s t e m , p r e f e r r i n g i n s t e a d t h e s t a t u s q u o o f
c o n v e n t i o n a l a c c o u n t i n g o r t h e i r o w n p r o p o s a l s f o r r e f o r m . O t h e r a c a d e m i c s , t h e i r
s t u d e n t s a n d p r a c t i t i o n e r s w e r e t o s u p p o r t t h e m o d e l i n f u l l o r i n p a r t . C h a n g e s w e r e
s u g g e s t e d . O n e a r e a o f c o n t e n t i o n w a s t o b e t h e t r e a t m e n t o f l i a b i l i t i e s .
S o m e d e b a t e s a c h i e v e d l i t t l e ; o t h e r s l e d C h a m b e r s t o i n c o r p o r a t e c h a n g e s f r o m h i s
o r i g i n a l t e n e t s . S t i l l o t h e r s w e r e v i g o r o u s l y d e f e n d e d b y C h a m b e r s . A b r o a d e n i n g o f a n y
r e p o r t i n g t o i n c l u d e e c o n o m i c a n d s o c i a l d a t a l e d t o d e b a t e , i n t r o d u c e d i n C h a p t e r 6 , t h a t
t o o m u c h w a s e x p e c t e d o f f i n a n c i a l s t a t e m e n t s . T o C h a m b e r s , t h i s w a s a k e y i s s u e . H i s
C o C o A a n d o t h e r w o r k s a r e p l a c e d i n C h a p t e r 7 w i t h i n a c o n t e x t o f t h e c o n c e p t u a l
f r a m e w o r k p r o j e c t s a n d t h e i r h i s t o r i c a l d e v e l o p m e n t . I t i s a r g u e d t h a t t h e p r o j e c t s h a v e
l e d t o t e n s i o n s b y i n c l u d i n g e c o n o m i c a n d s o c i a l d a t a . C h a m b e r s ' f u n d a m e n t a l i d e a s a r e
s h o w n t o u n d e r p i n ( i n p r i n c i p l e ) d e v e l o p m e n t s i n t h e A u s t r a l i a p r o j e c t .
B u i l d i n g o n t h e f r a m e w o r k p r o j e c t s w o r l d w i d e , a n a l y s i s f o l l o w s i n C h a p t e r 8 o f i s s u e s o f
d e f i n i t i o n , r e c o g n i t i o n a n d m e a s u r e m e n t i n g e n e r a l a n d o f l i a b i l i t i e s i n p a r t i c u l a r . T h e
d e f i n i t i o n o f l i a b i l i t y u n d e r C o C o A i s q u i t e e x p l i c i t , a s C h a m b e r s t o o k a n a p p r o a c h
c o n s i s t e n t w i t h h i s g e n e r a l a c c o u n t i n g t h e o r y . H i s a r g u m e n t d o e s n o t r e j e c t a h i e r a r c h y o f
i n t e r r e l a t e d t e r m s r e g a r d i n g l i a b i l i t i e s . S u p p o r t i s a l s o p r o v i d e d b y a r g u m e n t s f o r
e c o n o m i c m a r k e t - t y p e d a t a a n d m o r e r e l a t i v e l y r e c e n t d e b a t e s r e g a r d i n g s o c i a l d a t a .
i i
D e b a t e , a s s h o w n i n C h a p t e r s I a n d 9 , c o n t i n u e s . C h a m b e r s ' ' r e v o l u t i o n ' , a s s o c i a t e d w i t h
t h e a c r o n y m C o C o A , c o n t i n u e s , b u t a t a g r a d u a l r a t e . H i s a r g u m e n t s r e g a r d i n g l i a b i l i t i e s
r e m a i n v e r y c o n t e n t i o u s , g i v e n m o v e s t o ' f a i r v a l u e ' l i a b i l i t i e s . H o w e v e r , b e n e f i t - c o s t
a n a l y s e s o f c h a n g e s i n a c c o u n t i n g f o r l i a b i l i t i e s i n c l u d e , e i t h e r e x p l i c i t l y o r i m p l i c i t l y ,
e f f e c t s o f a p p l y i n g i s s u e s o f t h e u n d e r l y i n g r e a s o n i n g p r o v i d e d b y t h e t i g h t l y s t r u c t u r e d
C o C o A .
i i i
A c k n o w l e d g m e n t s
P r o f e s s o r G W D e a n , a s s u p e r v i s o r , p r o v i d e d m u c h s u p p o r t a n d d i r e c t i o n i n t h e w o r k
l e a d i n g t o t h i s t h e s i s . H i s d e t a i l e d k n o w l e d g e o f t h e l i t e r a t u r e i n g e n e r a l a n d o f t h e
w r i t i n g s o f P r o f e s s o r R J C h a m b e r s i n p a r t i c u l a r ( i n c l u d i n g t h e C h a m b e r s C o l l e c t i o n )
w a s i n v a l u a b l e i n t h e r e l a t e d r e s e a r c h . H i s f r i e n d s h i p s p a n s a p e r i o d m u c h l o n g e r t h a n
t h a t o f t h i s s t u d y a n d r e m a i n s i n v a l u a b l e .
O v e r a n a c a d e m i c c a r e e r o f s o m e f o r t y y e a r s , I h a v e b e e n f o r t u n a t e t o h a v e h a d g u i d a n c e
a n d s u p p o r t f r o m a c a d e m i c c o l l e a g u e s , s t u d e n t s ( s o m e o f w h o m i n t u r n b e c a m e
a c a d e m i c s ) a n d o t h e r f r i e n d s f r o m t h o s e t i m e s . C h r o n o l o g i c a l l y , t h e y w e r e f r o m t h e
U n i v e r s i t y o f Q u e e n s l a n d , t h e U n i v e r s i t y o f S y d n e y , K a n s a s U n i v e r s i t y , L a n c a s t e r
U n i v e r s i t y , t h e U n i v e r s i t y o f N e w E n g l a n d , F l o r i d a I n t e r n a t i o n a l U n i v e r s i t y a n d G r i f f i t h
U n i v e r s i t y . U n f o r t u n a t e l y , t h e y a r e t o o m a n y t o b e l i s t e d , b u t t h e y w e r e t h e r e t o p r o v i d e
s u p p o r t i n t i m e s o f a c a d e m i c o r p e r s o n a l t r i b u l a t i o n s . M a n y t h a n k s a r e d u e a n d r e a d i l y
g i v e n t o a l l .
H o w e v e r , i t w o u l d b e m o s t r e m i s s n o t t o s i n g l e o u t t h e t w o p e o p l e w h o t u r n e d m y
p r e v i o u s t r a i n i n g i n t o a n e d u c a t i o n w h i l e a y o u n g a c a d e m i c a t t h e U n i v e r s i t y o f S y d n e y -
t h e l a t e P r o f e s s o r R J C h a m b e r s a n d t h e l a t e P r o f e s s o r W P B i r k e t t . B o t h e n c o u r a g e d
q u e s t i o n i n g , w i d e r e a d i n g a n d b e i n g a d v e n t u r o u s i n t h e c a u s e o f a c a d e m i c s c h o l a r s h i p
a n d p u r s u i t s .
T h e A c c o u n t i n g F o u n d a t i o n p r o v i d e d s u p p o r t v i a t h e R J C h a m b e r s ' S c h o l a r s h i p , m a k i n g
t h e t a s k m o r e m a n a g e a b l e . T h e F a c u l t y o f E c o n o m i c s a n d B u s i n e s s a n d S c h o o l o f
A c c o u n t i n g a n d B u s i n e s s L a w o f t h e U n i v e r s i t y o f S y d n e y p r o v i d e d e x c e p t i o n a l w o r k i n g
f a c i l i t i e s . T h e s t a f f - a c a d e m i c a n d a d m i n i s t r a t i v e - h a p p i l y p r o v i d e d s u p p o r t w h e n
s o u g h t . A g a i n t h e y a r e t o o m a n y t o b e l i s t e d , b u t t h a n k s a r e r e a d i l y g i v e n .
S p e c i a l t h a n k s a r e d u e a n d g i v e n t o B e n , V a n e s s a , C h r i s a n d L y n n e f o r a s s i s t a n c e w h e n
n e e d e d , e s p e c i a l l y w h e n t h e r e s e a r c h e r - w h o c e r t a i n l y h a s d e v e l o p e d s o m e s y m p a t h y
w i t h t h e L u d d i t e s - f o u n d d i f f i c u l t i e s i n d e a l i n g w i t h t h e n e w t e c h n o l o g y o f t h e c o m p u t e r
a g e . L y n n e a l s o w a s i n s t r u m e n t a l i n m a k i n g t h e p r e s e n t a t i o n o f t h e w o r k a c c e p t a b l e .
I w a s f o r t u n a t e t o h a v e a c c e s s t o t h e P o s t - g r a d u a t e L i b r a r y o f t h e B u s i n e s s S c h o o l o f t h e
U n i v e r s i t y o f Q u e e n s l a n d , m y u n d e r g r a d u a t e a l m a m a t e r . A s w e l l , s t a f f o f t h e C P A
A u s t r a l i a L i b r a r y w a s m o s t h e l p f u l i n w i l l i n g l y c h a s i n g u p s o m e d i f f i c u l t r e f e r e n c e s .
I V
C h a p t e r 1 I n t r o d u c t i o n
T h e p a s t o f f e r s u s a r i c h d a t a b a s e f r o m w h i c h w e c a n l e a r n , i n o r d e r t h a t
w e m a y k e e p o n s u c c e e d i n g .
D i a m o n d , 2 0 0 5 , p 3 .
I s s u e s r e l a t i n g t o l i a b i l i t i e s h a v e a r i s e n i n a n a r r a y o f a g e n d a p r o j e c t s .
F A S A C , 2 0 0 4 b , p I .
1 . 1 B a c k g r o u n d
T h i s s t u d y e x a m i n e s h o w ' l i a b i l i t i e s ' a r e i n c l u d e d i n f i n a n c i a l r e p o r t s . ' F r o m c u r r e n t
i s s u e s m e t w o r l d w i d e , i t i s s u g g e s t e d t h a t t h e t r e a t m e n t o f l i a b i l i t i e s i s o n e w a y t h a t
p r e p a r e r s o f r e p o r t s a r e a b l e t o i m p l e m e n t a c c o u n t i n g t e c h n i q u e s t o ' m a n a g e ' t h e
r e p o r t i n g o f p o s i t i o n a n d p e r f o r m a n c e , i n c l u d i n g t h o s e o f ' s m o o t h i n g ' p e r f o r m a n c e
d u r i n g t i m e s o f v o l a t i l i t y i n v a r i o u s m a r k e t s ( S c h u e t z e , 2 0 0 1 , p 3 - 6 ) .
F r o m t h e p u b l i c s e c t o r , i l l u s t r a t i o n s a r e p r o v i d e d i n t h e a c a d e m i c l i t e r a t u r e w h e r e
d e b a t e i s f o u n d o n t h e r e p o r t i n g o f a ' l i a b i l i t y ' f o r f u t u r e m a i n t e n a n c e - p a r t o f t h e
i n t e r g e n e r a t i o n a l d i l e m m a ( W a l k e r e t a l , 2 0 0 0 ) . I n t h e s e m i - p r o f e s s i o n a l l i t e r a t u r e ,
i s s u e s r e g a r d i n g l i a b i l i t y f o r p e n s i o n s a r e t o p i c a l i n U K ( T h e E c o n o m i s t , 2 0 0 6 d , p 5 9 -
6 1 ) , i n J a p a n ( T h e E c o n o m i s t , 2 0 0 6 , p 3 0 ) a n d i n U S A ( T h e E c o n o m i s t , 2 0 0 6 a , p 3 9 ) .
T h e p o p u l a r l i t e r a t u r e p l a c e s u n d e r s c r u t i n y t h e r e p o r t i n g o f t h e e f f e c t s o f f l u c t u a t i o n s
i n e x c h a n g e r a t e s o n a c t u a l a n d p o t e n t i a l l i a b i l i t i e s b y t h e A u s t r a l i a n f e d e r a l
g o v e r n m e n t ( O ' L o u g h l i n , 2 0 0 2 , p l ) , I t h a s b e e n s u g g e s t e d a c c o u n t i n g t e c h n i q u e s
h a v e b e e n u s e d t o h i n d e r d i s c l o s u r e .
P r i v a t e s e c t o r i l l u s t r a t i o n s ( W o l n i z e r , 2 0 0 4 , p l ) a r e p r o v i d e d b y b a n k - r e l a t e d
i m b r o g l i o s ( G r a y & C l a r k e , 2 0 0 4 ) a s w e l l a s i n t h e A u s t r a l i a n c a s e o f H I H I n s u r a n c e
( W e s t f i e l d , 2 0 0 3 ) a n d t h e U S A c a s e o f E n r o n ( M c L e a n & E l k i n d , 2 0 0 3 ) . I n t h e s e m i -
p r o f e s s i o n a l l i t e r a t u r e , t e n s i o n s r e g a r d i n g l i a b i l i t i e s f o r e m p l o y e e h e a l t h c o s t s a n d
p e n s i o n s r e m a i n ( T h e E c o n o m i s t , 2 0 0 6 b , p 6 3 ) . I n t h e p o p u l a r p r e s s , B a r t h o l o m e u s z
( 2 0 0 2 ) w r i t e s o f t h e H I H a n d E n r o n c a s e s t h a t ' t h e c o m p a n i e s h i d l a r g e l o s s e s o v e r a
p e r i o d o f y e a r s a n d a p p e a r t o h a v e u s e d q u e s t i o n a b l e a c c o u n t i n g p r a c t i c e s t o d i s g u i s e
t h e t r u e s t a t e o f t h e i r a f f a i r s . ' H a l l o w s ( 2 0 0 2 ) c o n c l u d e s , ' Y o u s i m p l y c a n ' t b e l i e v e
t h e b a l a n c e s h e e t s t h e y p r o d u c e . '
A s r e g a r d s l i a b i l i t i e s i n t h e H I H c a s e i n p a r t i c u l a r , H u m p h r i e s ( 2 0 0 2 ) a n d T a s k e r
( 2 0 0 2 a n d 2 0 0 2 a ) w r i t e o f t h o s e f o r c l a i m s b e i n g m i s r e p o r t e d , a s w a s t h e r i s k r e l a t e d
t o r e i n s u r a n c e m a t t e r s . T h e l i t e r a t u r e i n c l u d e s t h e R e p o r t f r o m t h e R o y a l
C o m m i s s i o n e r ( O w e n , 2 0 0 3 ) o n t h e f a i l u r e o f H I H I n s u r a n c e a n d p u b l i c a t i o n s o n
v a r i o u s t o p i c s ( C l a r k e e t a l , 2 0 0 3 , p 2 2 2 - 2 4 5 ) . T h i s c a s e i s o n g o i n g d u r i n g t h e p e r i o d
c o v e r e d i n t h i s t h e s i s .
I n t h e E n r o n c a s e , M o r g e n s o n ( 2 0 0 1 , p 3 2 ) w r i t e s t h e ' c r a s h h a s s h o w n t h a t v e r y s c a r y
l i a b i l i t i e s c a n h i d e i n a s e t o f b o o k s . ' S h e p r o c e e d s t o d e s c r i b e t h e r e s u l t s o f t h e ' o f f -
b a l a n c e - s h e e t ' t e c h n i q u e w h e r e b y m a n a g e m e n t e n t e r s i n t o v a r i o u s a r r a n g e m e n t s s o
t h a t p a r t i c u l a r o b l i g a t i o n s a r e n o t d i s c l o s e d i n t h e e n t i t y ' s b a l a n c e s h e e t , e v e n t h o u g h
t h e e n t i t y m a y s t i l l f a c e c o n t i n g e n t l i a b i l i t i e s .
2
A g a i n , t h e r e p o r t i n g o f t h i s c a s e i s
I P a r t i c u l a r e m p h a s i s i s p l a c e d o n f i n a n c i a l r e p o r t s o f c o r p o r a t i o n s l i s t e d o n a s t o c k e x c h a n g e .
I
o n g o i n g . ' T h e l i t e r a t u r e a l r e a d y i n c l u d e s v a r i o u s r e p o r t s b y , f o r i n s t a n c e , t h e
S e c u r i t i e s a n d E x c h a n g e C o m m i s s i o n ( w w w . s e c . g o v ) .
R e c o u r s e t o t h e a n n a l s o f f i n a n c e s u g g e s t s i s s u e s l i k e t h e s e a r e n o t n e w ( B r i l o f f , 1 9 7 2 ,
1 9 7 6 , 1 9 8 2 ; C h a m b e r s , 1 9 7 3 ; C l a r k e e t a l , 1 9 9 7 , 2 0 0 3 ) . W h y d o e s t h i s r e c y c l i n g
p e r s i s t ? " I t i s q u i t e p u z z l i n g , e s p e c i a l l y w h e n e x a m i n e d i n t h e c o n t e x t o f t h e w o r k
d o n e f r o m t h e l a t e 1 9 6 0 s t o d a t e o n C F p r o j e c t s i n v a r i o u s c o u n t r i e s w h i c h w e r e t o
e n s u r e t h a t a c c o u n t i n g s t a n d a r d s a r e c o n s i s t e n t a n d l o g i c a l l y f o r m u l a t e d . T h e C F w a s
a l s o t o g u i d e p r e p a r e r s o f r e p o r t s i n c a s e s w h e r e s t a n d a r d s w e r e n o t y e t d e v e l o p e d a n d
t o e n a b l e o t h e r u s e r s o f a c c o u n t i n g s t a n d a r d s t o u n d e r s t a n d a n d e v a l u a t e a c t u a l a n d
p r o p o s e d s t a n d a r d s ( B u f f i n i , 2 0 0 6 ) . T h i s t h e m e w i l l b e f u r t h e r e x a m i n e d i n C h a p t e r 7 .
A c o n t r i b u t i o n o f t h i s s t u d y i s i t s f o c u s o n l i a b i l i t i e s - i s s u e s o f w h i c h a r g u a b l y a r e
l e s s e m p h a s i s e d i n a c c o u n t i n g r e s e a r c h . H o w e v e r , w h i l e i s s u e s r e l a t e d t o a s s e t s t e n d
t o d o m i n a t e a c c o u n t i n g d e b a t e s , i s s u e s o f l i a b i l i t i e s a r e b e c o m i n g m o r e v i s i b l e .
A n o t h e r c o n t r i b u t i o n i s t h e f o c u s p l a c e d o n p r e v i o u s l y u n p u b l i s h e d d a t a t o b e u s e d t o
u n r a v e l t h e p u z z l e a s t o w h y i n t h e l i t e r a t u r e r e c y c l i n g o f l i a b i l i t y i s s u e s c o n t i n u e s .
D a t a a r e p r i m a r i l y f r o m t h e C h a m b e r s ' a r c h i v e s a n d h i s w r i t i n g s ( S e c t i o n 1 . 2 ) .
F u r t h e r d a t a w i l l b e p r o v i d e d f r o m a b r o a d e r a r r a y o f t h e l i t e r a t u r e ( a c a d e m i c ,
p r o f e s s i o n a l , s e m i - p r o f e s s i o n a l a n d p o p u l a r ) t h a n n o r m a l l y c o v e r e d b y a c c o u n t i n g
r e s e a r c h e r s .
C o n t r i b u t i o n s a r e p l a c e d i n a c o n t e x t o f a c c o u n t i n g r e p o r t s b e i n g u s e d a s a m o n i t o r i n g
d e v i c e i n a C G f r a m e w o r k ( S e c t i o n 1 . 3 , C h a p t e r s 2 t o 6 i n c l u s i v e ) . W i t h i n t h i s
f r a m e w o r k , a s e r i e s o f p r o p o s i t i o n s / r e s e a r c h h y p o t h e s e s ' a r e d e v e l o p e d f o r t e s t i n g
u s i n g t h e a r c h i v a l d a t a c o l l e c t e d .
2 M o r g e n s o n ( 2 0 0 1 , p 3 2 ) c o n t i n u e s , ' D u r i n g t h e l a s t d e c a d e , t h o u s a n d s o f c o m p a n i e s i n m a n y
i n d u s t r i e s h a v e u s e d o f f - b a l a n c e - s h e e t f i n a n c i n g t o p o w e r t h e i r e x p a n s i o n s . T h e i r o b l i g a t i o n s r a n g e
f r o m t h e m u n d a n e p a y m e n t s o n l e a s e d a i r c r a f t o r o n r e a l e s t a t e t h a t i s o w e d b y t h i r d p a r t i e s o r
l i a b i l i t i e s a s s o c i a t e d w i t h o p e r a t i o n s i n w h i c h a c o m p a n y h a s a m i n o r i t y i n t e r e s t t o t h e m o r e a r c a n e ,
i n c l u d i n g c o m p l e x d e r i v a t i v e s t r a n s a c t i o n s . '
3 S e e f o r i n s t a n c e R i l e y ( 2 0 0 2 ) ; A n o n y m o u s ( 2 0 0 2 ) ; T h e E c o n o m i s t ( 2 0 0 2 ) ; C l a r k e e t a l , ( 2 0 0 3 ,
e s p e c i a l l y p 2 5 9 - 2 6 2 ) ; M c L e a n & E l k i n d ( 2 0 0 3 ) ; T h e E c o n o m i s t ( 2 0 0 6 c ) .
4 S e e S t e r l i n g ' s c l a i m ( \ 9 7 9 , p 4 ) : ' A c c o u n t a n t s a n t i c i p a t e d t h e e c o l o g y m o v e m e n t b y s o m e y e a r s ;
i n s t e a d o f d i s p o s i n g o f i s s u e s , w e r e c y c l e t h e m . ' E a r l i e r , h e ( 1 9 7 5 , p 3 ) l a m e n t e d , ' W e a c c o u n t a n t s d o
n o t r e s o l v e i s s u e s , w e a b a n d o n t h e m . I d o n o t m e a n t o i m p l y t h a t w e i g n o r e i s s u e s . Q u i t e t h e c o n t r a r y ,
w e d e b a t e t h e m l o n g a n d l o u d . H o w e v e r , t h e d e b a t e , i n s t e a d o f c o m i n g t o a r e s o l u t i o n , c o n t i n u e s u n t i l
a n o t h e r i s s u e c o m e s a l o n g t h a t i s m o r e c u r r e n t a n d m o r e c o n t r o v e r s i a l , a n d t h e n w e f o r g e t t h e f o r m e r
i s s u e . ' I f w r i t i n g t o d a y , h e m i g h t e a s i l y a d d ' t o r e s u r f a c e d e c a d e s l a t e r ' .
5 S e e G a y & D i e h l ( \ 9 9 2 , p 7 4 ) : ' H y p o t h e s e s a r e c l a s s i f i e d a s r e s e a r c h h y p o t h e s e s o r s t a t i s t i c a l
h y p o t h e s e s ; r e s e a r c h h y p o t h e s e s a r e s t a t e d i n d e c l a r a t i v e f o r m . . . . A r e s e a r c h h y p o t h e s i s s t a t e s a n
e x p e c t e d r e l a t i o n s h i p o r d i f f e r e n c e b e t w e e n t w o v a r i a b l e s ; i n o t h e r w o r d s , t h e r e l a t i o n s h i p t h e
r e s e a r c h e r e x p e c t s t o v e r i f y t h r o u g h t h e c o l l e c t i o n a n d a n a l y s i s o f d a t a i s s p e c i f i e d . R e s e a r c h , o r
d e c l a r a t i v e , h y p o t h e s e s a r e n o n d i r e c t i o n a l o r d i r e c t i o n a l . A n o n d i r e c t i o n a l h y p o t h e s i s s i m p l y i n d i c a t e s
t h a t a r e l a t i o n s h i p o r d i f f e r e n c e e x i s t s ; a d i r e c t i o n a l h y p o t h e s i s i n d i c a t e s t h e n a t u r e o f t h e r e l a t i o n s h i p
o r d i f f e r e n c e . '
2
1 . 2 T h e C h a m b e r s C o l l e c t i o n
A q u e s t i o n r a i s e d e a r l y i n d i s c u s s i o n s o f t h i s s t u d y i s w h y u s e h i s t o r i c a l d o c u m e n t s
f r o m ( s a y ) t h e R J C h a m b e r s C o l l e c t i o n ( t h e C o l l e c t i o n ) " i n s e e k i n g r e s o l u t i o n o f
c u r r e n t d e b a t e s o f s o c i a l a n d e c o n o m i c d e v e l o p m e n t i n g e n e r a l a n d i n a c c o u n t i n g i n
p a r t i c u l a r . W a t s o n ( 2 0 0 1 , p 8 ) p r o v i d e s a n a n s w e r ,
T h e d i s c i p l i n e o f h i s t o r y i s p a r t i c u l a r l y i m p o r t a n t . . . b e c a u s e w h i l e s c i e n c e
h a s h a d a d i r e c t i m p a c t o n h o w h i s t o r i a n s w r i t e , a n d w h a t t h e y w r i t e a b o u t ,
h i s t o r y h a s i t s e l f b e e n e v o l v i n g . O n e o f t h e g r e a t d e b a t e s i n h i s t o r i o g r a p h y i s
o v e r h o w e v e n t s m o v e f o r w a r d . O n e s c h o o l o f t h o u g h t h a s i t t h a t " g r e a t m e n "
a r e m o s t l y w h a t m a t t e r , t h a t t h e d e c i s i o n s o f p e o p l e i n p o w e r c a n b r i n g a b o u t
s i g n i f i c a n t s h i f t s i n w o r l d e v e n t s a n d m e n t a l i t i e s . O t h e r s b e l i e v e t h a t e c o n o m i c
a n d c o m m e r c i a l m a t t e r s f o r c e c h a n g e b y p r o m o t i n g t h e i n t e r e s t s o f c e r t a i n
c l a s s e s w i t h i n t h e o v e r a l l p o p u l a t i o n . . . . I w o u l d s u g g e s t t h a t . . . w h a t w e h a v e
v i e w e d a s t h e c a u s e s o f s o c i a l m o v e m e n t i n t h e p a s t . . . a r e b o t h b e i n g
s u p e r s e d e d a s t h e e n g i n e o f s o c i a l d e v e l o p m e n t . T h a t n e w e n g i n e i s s c i e n c e .
S c i e n c e h a s n o r e a l a g e n d a ; i t c a n n o t b e f o r c e d i n a n y p a r t i c u l a r d i r e c t i o n . I t s
n e c e s s a r i l y o p e n n a t u r e . . . e n s u r e s t h a t t h e r e c a n o n l y e v e r b e a d e m o c r a c y o f
i n t e l l e c t i n t h i s , p e r h a p s t h e m o s t i m p o r t a n t o f h u m a n a c t i v i t i e s . . . . T o s u c c e e d ,
t o p r o g r e s s , t h e w o r l d m u s t b e o p e n , e n d l e s s l y m o d i f i a b l e , u n p r e j u d i c e d .
S c i e n c e t h u s h a s a m o r a l a u t h o r i t y a s w e l l a s a n i n t e l l e c t u a l a u t h o r i t y . T h i s i s
n o t a l w a y s a c c e p t e d .
I n f e r e n c e s r e g a r d i n g r e s e a r c h m e t h o d s i n t h e d i s c i p l i n e o f h i s t o r y a n d r e l a t e d
h i s t o r i o g r a p h y a r e p r e s u m e d i n t h i s s t u d y ( P r e v i t s e t a l , 1 9 9 0 a ) . A t t h i s s t a g e , i t i s
s i m p l y a r g u e d t h a t u n d o u b t e d l y C h a m b e r s w a s a ' g r e a t p e r s o n ' i n a c c o u n t i n g ( B a r t o n ,
1 9 8 2 , p 1 2 8 ; M a t h e w s , 1 9 8 2 , p l 7 7 - 1 7 8 ; E d w a r d s , 1 9 9 4 , p x v ; S t a u b u s , 2 0 0 3 , p l 6 7 &
p I 7 9 - 1 8 1 ; C o l a s s e , 2 0 0 5 ) . H e w a s c e r t a i n l y a w a r e o f ' e c o n o m i c a n d c o m m e r c i a l
m a t t e r s ' , w r i t i n g o n t h e s e , a s w i l l b e e v i d e n c e d a s t h e s t u d y p r o c e e d s , s o t o l e a d t o
c h a n g e s t h e r e i n . F u r t h e r , h i s w r i t i n g w o u l d s u g g e s t h e w o u l d h a v e a g r e e d w i t h
W a t s o n ' s w i d e r a n g i n g v i e w o f s c i e n c e - a v i e w w h i c h r e c u r s t h r o u g h o u t t h i s s t u d y .
T h i s v i e w , a l o n g w i t h t h a t o f B e a r d ( 1 9 4 6 , p 7 ) , 7 s e e s a d v a n c e s i n k n o w l e d g e i n
p a r t i c u l a r a r e a s . A s t h e s t u d y p r o g r e s s e s , d a t a f r o m t h e C o l l e c t i o n w i l l s u p p o r t t h e s e
o p i n i o n s .
A s t u d y w h i c h u s e s m a t e r i a l f r o m t r e a s u r i e s s u c h a s t h e C o l l e c t i o n e m e r g e s f r o m
v a r i o u s m o t i v a t i o n s - p e r s o n a l , p r o f e s s i o n a l a n d a c a d e m i c . W h i l e c o n c e r n h e r e i s
p r i m a r i l y w i t h t h o s e o f a n a c a d e m i c t y p e - i n t e l l e c t u a l r i g o u r i n t h e p u r s u i t o f a
s o l u t i o n t o p r o b l e m s i n a c c o u n t i n g c o n c e r n i n g t h e e l e m e n t l i a b i l i t y - h o p e f u l l y t h e r e
w i l l b e , f r o m t h e f i n d i n g s o f t h e s t u d y , p r o f e s s i o n a l c o n s e q u e n c e s a s w e l l .
A c a d e m i c a l l y , C h a m b e r s c o n t i n u a l l y s t r e s s e d t h e n e e d f o r i n t e l l e c t u a l r i g o u r o r
' l o g i c ' i n t h e r e s o l u t i o n o f d e b a t e s . H e ( 1 9 7 0 , p 1 3 ) w r o t e o f t w o t h i n g s ,
• i n t e r n a l l o g i c , a n d
6 S e e D e a n , W o l n i z e r & C l a r k e ( 2 0 0 6 ) ; C l a r k e ( 1 9 9 6 ) . T h e l a t t e r w r i t e s o f t h e r e l a t e d C h a m b e r s
( 1 9 9 5 ) .
7 B e a r d ( 1 9 4 6 , p 7 ) : ' G r e a t t h i n k e r s i n t h e h u m a n i s t i c s c i e n c e s e m p l o y a b s t r a c t i o n s d r a w n f r o m
k n o w l e d g e o f h i s t o r y - a s - a c t u a l i t y a n d t h u s c o v e r i n g l e s s t h a n t h e t o t a l i t y o f h u m a n l i f e i n i t s t i m e - s p a n .
. . . B y m a k i n g u s e o f s u c h c o n s t r u c t s . . . t h e y a d v a n c e t h e i r r e s p e c t i v e s c i e n c e s . '
3
• e x t e r n a l v e r i t y . l
B o t h i n t e r n a l l o g i c a n d e x t e r n a l v e r i t y w e r e k e y i n f l u e n c e s o n h i s w o r k . C h a m b e r s
r e c a l l e d i n p e r s o n a l c o m m u n i c a t i o n a n d i n v a r i o u s s e m i n a r s a n d w r i t i n g s ( G a f f i k i n ,
1 9 8 6 , p 1 4 0 - 1 4 1 ; W o l n i z e r a n d D e a n , 2 0 0 0 , p 2 4 7 ) h i s e a r l i e r w o r k i n g d a y s w h e n h e
w a s d e a l i n g w i t h p r i c e j u s t i f i c a t i o n i s s u e s ( e x t e r n a l v e r i t y ) a n d a p r o b l e m o f l i n k i n g
t o g e t h e r v a r i o u s p u b l i s h e d d a t a ( i n t e r n a l l o g i c ) . O t h e r i l l u s t r a t i o n s a r e i d e n t i f i e d a n d
a n a l y s e d e l s e w h e r e ( D e a n , 2 0 0 0 ) .
U s i n g t h e s e i n f l u e n c e s , a c a d e m i c a l l y a n d p r o f e s s i o n a l l y C h a m b e r s o v e r t i m e
d e v e l o p e d a s y s t e m f o r r e p o r t i n g o f f i n a n c i a l i n f o r m a t i o n b y c o r p o r a t i o n s b a s e d o n
m a r k e t ( i n p a r t i c u l a r ) e x i t p r i c e s - c a l l e d C o n t i n u o u s l y C o n t e m p o r a r y A c c o u n t i n g o r
C o C o A .
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H i s s e m i n a l w o r k , A c c o u n t i n g , E v a l u a t i o n a n d E c o n o m i c B e h a v i o r , w a s
p u b l i s h e d i n 1 9 6 6 a f t e r y e a r s o f o b s e r v a t i o n ( o r e x t e r n a l v e r i t y ) , t h o u g h t a n d w r i t i n g s
( o r i n t e r n a l l o g i c ) . H e w a s t o s p e n d e n s u i n g y e a r s d e f e n d i n g a n d r e f i n i n g t h a t s y s t e m ,
i n t h e l i g h t o f f u r t h e r o b s e r v a t i o n s a n d c r i t i c i s m s o f t h e s y s t e m , w h i l e s e e k i n g
C o C o A ' s a c c e p t a n c e i n t h e b u s i n e s s w o r l d . T h i s e n t a i l e d m a n y m e a n s , a l l r e c o r d e d i n
h i s e x t e n s i v e A i d e - M e m o i r e ( C h a m b e r s & D e a n , 2 0 0 0 ; w e b s i t e o f t h e A r c h i v e s a t
h t t p : / / c h a m b e r s . e c o n . u s y d . e d u . a u / ) .
C h a m b e r s ( 1 9 6 6 a , p 6 - 8 ) d e s c r i b e d t h e m e t h o d e m p l o y e d a s o n e ' o f c o n s t r u c t i o n ' .
T h i s e n t a i l s a s t u d y o f a c c o u n t i n g w i t h i n t h e e n v i r o n m e n t i n w h i c h t h a t a c c o u n t i n g i s
d o n e . A s i m i l a r m e t h o d i s e m p l o y e d i n t h i s t h e s i s t o r e s o l v e t e n s i o n s f o u n d i n t h e
a c c o u n t i n g f o r l i a b i l i t i e s .
T o b e s o a c c e p t e d , a t l e a s t t w o t h i n g s w e r e r e q u i r e d . F i r s t a c h a n g e w a s n e e d e d f r o m
t h e s y s t e m f o u n d i n t h e t h e n p r e s e n t r e p o r t i n g w h i c h h e r e i s t e r m e d c o n v e n t i o n a l
a c c o u n t i n g . S e c o n d , c o n t i g u o u s l y t h e r e w e r e a v a i l a b l e o t h e r s y s t e m s w h i c h w e r e
c o m p e t i n g w i t h C o C o A a s t h e p r e f e r r e d c h a n g e . T h e c h a n g e s r e q u i r e d a n d t h e
c o m p e t i n g s y s t e m s ( o r m o d e l s ) c a n b e a n a l y s e d a n d c o m p a r e d a t v a r i o u s l e v e l s o f
a b s t r a c t i o n . T h i s r e q u i r e s a f r a m e w o r k t o f a c i l i t a t e l o g i c a l a n a l y s i s .
1 . 3 F r a m e w o r k f o r a n a l y s i s u s e d i n t h e s t u d y
T h e s e a r c h f o r a w o r k a b l e C O r e m a i n s t o p i c a l . T h e b r e a d t h o f m a t t e r s i s w e l l s h o w n
i n M o i z e r ( 2 0 0 5 a ) . T h e r e h e ( 2 0 0 5 , p x i e t s e q ) r a n g e s o v e r i s s u e s l i k e r e l a t e d p a r t i e s ,
f i n a n c i a l s t a t e m e n t s a s r e p o r t i n g o p t i o n s , t h e f u n c t i o n o f a u d i t i n g , p o t e n t i a l c o n f l i c t s
o f i n t e r e s t i n g e n e r a l a n d f o r a u d i t o r s i n p a r t i c u l a r a n d o t h e r d i l e m m a s m e t i n t h e o r y
a n d i n a p p l i c a t i o n .
8 C h a m b e r s ( 1 9 7 0 , p 1 3 , e m p h a s i s a d d e d ) , ' W h a t d o w e m e a n b y a " l o g i c a l p o i n t o f v i e w " ? T w o t h i n g s .
W h e n w e a r e d e a l i n g w i t h s t a t e m e n t s , d e s c r i p t i o n s , d e f i n i t i o n s a n d i n f e r e n c e s w e m e a n t h a t w e a r e
c o n c e r n e d w i t h t h e p r o p r i e t y w i t h w h i c h s t a t e m e n t s m a y b e j o i n e d t o g e t h e r a n d t h e p r o p r i e t y o f t h e
i n f e r e n c e s w e d r a w f r o m t h e m . B u t w h e n w e a r e d e a l i n g w i t h s t a t e m e n t s w h i c h r e p r e s e n t r e a l - w o r l d
p h e n o m e n a , w e a r e c o n c e r n e d a l s o w i t h t h e p r o p r i e t y o f o u r d e s c r i p t i o n s o f r e a l - w o r l d p h e n o m e n a , a n d
w i t h t h e a g r e e m e n t o f o u r c o n c l u s i o n s w i t h r e a l - w o r l d p h e n o m e n a . M a t h e m a t i c s a n d f o r m a l l o g i c a r e
e x a m p l e s o f t h e f i r s t c l a s s o f t h i n g s l o g i c a l ; t h e p h y s i c a l a n d e x p e r i m e n t a l s c i e n c e s i l l u s t r a t e t h e s e c o n d
c l a s s . W e a r e c o n c e r n e d w i t h i n t e r n a l l o g i c a n d e x t e r n a l v e r i t y . '
9 T h i s s y s t e m h a s b e e n g i v e n v a r i o u s n a m e s b y r e s e a r c h e r s a n d c o m m e n t a t o r s , i n c l u d i n g e x i t p r i c e
a c c o u n t i n g , s e l l i n g p r i c e a c c o u n t i n g , C u r r e n t C a s h E q u i v a l e n t a c c o u n t i n g a n d m a r k e t p r i c e a c c o u n t i n g .
I t o f c o u r s e c o u l d b e a p p l i e d t o o t h e r f o r m s o f b u s i n e s s e n t i t i e s b u t f o r p u r p o s e s o f t h i s s t u d y , t h e
e m p h a s i s i s p l a c e d o n r e p o r t i n g e n t i t i e s a s d e f i n e d i n A A R F ( 1 9 9 0 ) .
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A s r e g a r d s t h i s s t u d y , o n e k e y i d e a i s t h a t o f m a n a g e m e n t o f r e p o r t i n g e n t i t i e s b e i n g
r e q u i r e d t o r e p o r t v a r i o u s m a t t e r s t o s h a r e h o l d e r s a n d o t h e r s t a k e h o l d e r s . I t i s a r g u e d
t h a t c o n v e n t i o n a l a c c o u n t i n g d a t a - a m i x o f p r i m a r i l y c a p i t a l i s a t i o n o f c o s t s d a t a
a u g m e n t e d b y s e l e c t e d m a r k e t p r i c e d a t a - f o r m u c h o f t h e t w e n t i e t h c e n t u r y h e l d
s w a y i n t i m e s o f C G w i t h i n a q u a s i - l e g a l d o m a i n . T h i s w a s d e s p i t e v a r i o u s a t t e m p t s
t o r e q u i r e a r e p o r t i n g o f d a t a o f a f i n a n c i a l t y p e w h e r e ' p e r f o r m a n c e ' w a s r e q u i r e d t o
b e e v a l u a t e d . H o w e v e r , i t i s a r g u e d h e r e t h a t i n v a r i o u s d e b a t e s , d a t a o f d i s t i n c t t y p e s
h a v e b e e n i n t e r m i n g l e d s o t h a t a s w e l l a s t h e t w o t Y R e s o f d a t a a b o v e , d a t a o f a n
e c o n o m i c t y p e a n d o f a s o c i a l t y p e a r e t o b e f o u n d . 0 I n t h e s e a r e a s , p e r f o r m a n c e
i n d i c e s w e r e b e i n g r e p o r t e d w h i c h w e r e n o t s i m p l y e x p r e s s e d i n f i n a n c i a l t e r m s . T h i s
i n t e r m i n g l i n g m u s t b e u n r a v e l l e d i f p r o b l e m s r e g a r d i n g l i a b i l i t i e s a r e n o t t o b e s i m p l y
r e c y c l e d .
T h e s e i d e a s w e r e f o r m u l a t e d f r o m p r e v i o u s r e a d i n g , d i s c u s s i o n s w i t h c o l l e a g u e s
( i n c l u d i n g w i t h C h a m b e r s p e r s o n a l l y ) a n d o t h e r r e s e a r c h . I t s u g g e s t e d a b a s i c l o g i c a l
f l a w ( p e r h a p s a ' p a r a d o x ' a c c o r d i n g t o C h a m b e r s , 1 9 6 2 ) i n a r g u m e n t s o n t h e
r e p o r t i n g b y m a n a g e m e n t t o o t h e r s t a k e h o l d e r s i n a c o r p o r a t i o n .
T h e p a r a d o x c o n c e r n e d t h e i n c i d e n c e o f e c o n o m i c a n d s o c i a l p h r a s e s a n d t e r m s i n
• t h e C F p r o j e c t a n d i t s v a r i o u s l e v e l s o f a b s t r a c t i o n ( A A R F , 1 9 8 7 , 1 9 8 8 ;
S u t c l i f f e , 1 9 8 4 , 1 9 8 5 ) ,
• v a r i o u s d e b a t e s o n f i n a n c i a l g u i d e l i n e s , e s p e c i a l l y t h o s e f o r G o v e r n m e n t
B u s i n e s s E n t e r p r i s e s ( A u s t r a l i a n W a t e r A u t h o r i t i e s , 1 9 8 7 , 1 9 8 8 ) , a n d
• r e l a t e d w r i t i n g s o n c u r r e n t c o s t a c c o u n t i n g ( B a r t o n , 1 9 7 5 , 1 9 8 5 ; M c P h e r s o n ,
1 9 8 5 ; W a l k e r , 1 9 8 7 ; W e l l s , 1 9 8 1 , 1 9 8 4 ) .
W h i l e t h i s i n c i d e n c e m a d e s e n s e a t s o m e l e v e l s o f a b s t r a c t i o n , ( f o r e x a m p l e , a s i t w a s
a r g u e d e a r l i e r i n t h i s c h a p t e r , C h a m b e r s c e r t a i n l y u s e d e c o n o m i c i d e a s u n d e r l y i n g h i s
C o C o A ) , i t s e e m e d , a t t h e a c t u a l r e p o r t i n g l e v e l , t o s u g g e s t t h e i n f e r e n c e t h a t b o t h a n
e c o n o m i c a n d a s o c i a l c o n c e p t o f p o s i t i o n a n d o f p e r f o r m a n c e c a n p r o p e r l y b e t h e
o u t p u t f r o m f i n a n c i a l s y s t e m s . T h i s s e e m s a t b e s t p e r v e r s e l o g i c .
I t i s w i t h i n t h i s e n v i r o n m e n t t h a t t h e ' m e t h o d o f c o n s t r u c t i o n ' i s h e r e a p p l i e d t o
a c c o u n t i n g f o r l i a b i l i t i e s . W h a t i s r e q u i r e d i s a n a p p r e c i a t i o n o f t h e f u n c t i o n o f
a c c o u n t i n g i n f i r s t C G a n d s e c o n d d e c i s i o n - m a k i n g , t h e l a t t e r b e i n g w h a t C h a m b e r s
t e r m s ' c h o i c e ' . N e x t , t h e f u n c t i o n o f f i n a n c i a l r e p o r t i n g a t o n e l e v e l a n d f i n a n c i a l
s t a t e m e n t s a t a n a r r o w e r l e v e l n e e d s t o b e e s t a b l i s h e d . A s t h i s t h e s i s c o n t i n u e s , i t i s
a r g u e d t h a t t e n s i o n s a r e f o u n d i n a c c o u n t i n g f o r l i a b i l i t i e s . I n d e e d , s o m e t e n s i o n s m a y
b e t r a c e d b a c k t o t e n s i o n s i n a c c o u n t i n g i n g e n e r a l .
W i t h i n t h i s f r a m e w o r k , r e c u r r i n g p r o b l e m s a r e f o u n d i n t h e r e p o r t i n g o f l i a b i l i t i e s
( n o t w i t h s t a n d i n g t h e w o r k d o n e i n t h e C F p r o j e c t s s i n c e t h e l a t e 1 9 6 0 s ) . T o s t r u c t u r e
1 0 I n t h i s s t u d y , ' s o c i a l ' c o v e r s m a n y a r e a s o f i n t e r e s t o r s p e c i a l i z a t i o n a n d i s u s e d i n a m o s t g e n e r a l
s e n s e . W e s t ( 2 0 0 3 , p S ) d e s c r i b e s h o w m a n y d i s t i n c t ' d i s c i p l i n e s ' m a y b e i n c o r p o r a t e d u n d e r t h e ' s o c i a l '
g r o u p i n g u s e d i n t h i s s t u d y , ' T h e d i s c o u r s e p e r t a i n i n g t o a c c o u n t i n g r u l e - m a k i n g i s t h e r e f o r e
s i g n i f i c a n t a n d e x t e n d s a c r o s s l e g a l , e c o n o m i c , c u l t u r a l , i n s t i t u t i o n a l , p o l i t i c a l a n d h i s t o r i c a l
f r a m e w o r k s . H o w e v e r , w h e n a t t e n t i o n h a s b e e n d i r e c t e d t o t h e r u l e s t h e m s e l v e s t h e w o r t h o f t h e w h o l e
p r o c e s s i s b r o u g h t i n t o q u e s t i o n . '
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a r g u m e n t , a s e r i e s o f p r o p o s i t i o n s / r e s e a r c h h y p o t h e s e s ( s u m m a r i z e d i n F i g u r e 1 . 1 ) a r e
d e v e l o p e d i n t h e s t u d y :
P r o p o s i t i o n 1 : D o e s t h e t r e a t m e n t o f l i a b i l i t i e s u n d e r c o n v e n t i o n a l a c c o u n t i n g m e e t
t h e n e e d s o f C O ? ( S e e e s p e c i a l l y C h a p t e r s 2 t o 5 ) .
P r o p o s i t i o n 2 : D o e s d e b a t e o v e r a B a l a n c e S h e e t o r S t a t e m e n t o f F i n a n c i a l P o s i t i o n
i n t r o d u c e g r o u n d s f o r r e c y c l i n g d e b a t e s o n l i a b i l i t i e s ? ( S e e e s p e c i a l l y C h a p t e r s 3 t o
6 ) .
P r o p o s i t i o n 3 : D o e s t h e i n t r o d u c t i o n o f e c o n o m i c a n d s o c i a l i d e a s a n d c o n c e p t s i n t o
f i n a n c i a l C F s l e a d t o g r o u n d s f o r r e c y c l i n g d e b a t e s o n t h e e l e m e n t ' l i a b i l i t y ' ? ( S e e
e s p e c i a l l y C h a p t e r s 3 t o 7 ) .
P r o p o s i t i o n 4 : D o i s s u e s i n t h e d e f i n i t i o n a n d r e c o g n i t i o n o f t h e e l e m e n t ' l i a b i l i t y '
l e a d t o g r o u n d s f o r r e c y c l i n g d e b a t e s o n t h a t e l e m e n t ? ( S e e e s p e c i a l l y C h a p t e r s 7 a n d
8 ) .
P r o p o s i t i o n 5 : D o t h e v a r i o u s m e a n i n g s a t t r i b u t e d t o t h e t e r m ' v a l u e ' i n t r o d u c e
g r o u n d s f o r r e c y c l i n g d e b a t e s o n l i a b i l i t i e s ? ( S e e e s p e c i a l l y C h a p t e r 8 ) .
P r o p o s i t i o n 6 : D o i s s u e s o f m e a s u r e m e n t i n g e n e r a l a n d o f l i a b i l i t i e s i n p a r t i c u l a r
i n t r o d u c e g r o u n d s f o r r e c y c l i n g d e b a t e s o n l i a b i l i t i e s ? ( S e e e s p e c i a l l y C h a p t e r 8 ) .
F i g u r e 1 . 1
C o n v e n t i o n a l A c c o u n t i n g
I
P 2 1 P 4 & P 6
F i n a n c i a l R e p o r t i n
P 3 & P 5
E c o n o m i c R e p o r t i n g
S o c i a l R e p o r t i n g
P r i m a r i l y L e g a l
L e g a l & F i n a n c i a l
L e g a l , F i n a n c i a l
& E c o n o m i c
L e g a l , F i n a n c i a l ,
E c o n o m i c & S o c i a l
C o m p l i a n c e - P I
P o s i t i o n &
P e r f o r m a n c e
P o s i t i o n &
P e r f o r m a n c e
I n d i c e s
P o s i t i o n &
P e r f o r m a n c e
I n d i c e s
I n F i g u r e 1 . 1 , t h e f i r s t c o l u m n l i s t s t h e f o u r d i s t i n c t t y p e s o f r e p o r t i n g u s e d i n t h i s
s t u d y . I n t e r a c t i o n s a m o n g t h e s e f o r m P r o p o s i t i o n s 2 t o 6 i n c l u s i v e . T h e s e c o n d
c o l u m n r e v e a l s h o w v a r i o u s d i s c i p l i n e s a r e r e l a t e d t o t h e p a r t i c u l a r t y p e s o f r e p o r t i n g .
C o n v e n t i o n a l a c c o u n t i n g , a s i s s h o w n i n C h a p t e r s 2 t o 4 , w a s p r i m a r i l y o f a l e g a l t y p e
d e a l i n g w i t h c o m p l i a n c e u n d e r a n a r r o w s t e w a r d s h i p f u n c t i o n ( p r o p o s i t i o n 1 ) . T h a t i s
n o t t o s u g g e s t t h a t o t h e r i n f l u e n c e s o n a c c o u n t i n g w e r e n o t i n p l a y ( s e e C h a p t e r s 5 t o
7 ) . H o w e v e r , m a j o r d e b a t e s f o l l o w e d f r o m t h e i n t e r m i n g l i n g o f i d e a s f r o m t h e v a r i o u s
d i s c i p l i n e s . T h e y w o u l d b e r e s o l v e d , i f a t a l l , o n l y b y a s t r u c t u r e i n c o r p o r a t i n g
p a r t i c u l a r l e v e l s o f a b s t r a c t i o n .
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I n s u m m a r y , t h e c o n t e x t h e r e i s C G o f t h e m o d e m c o r p o r a t i o n . P I i s c o n c e r n e d w i t h
C G a n d c o n v e n t i o n a l a c c o u n t i n g ; P 2 , P 4 a n d P 6 a r e c o n c e r n e d w i t h c o n v e n t i o n a l
a c c o u n t i n g a n d f i n a n c i a l r e p o r t i n g ( w i t h p e r h a p s i n d i r e c t e f f e c t s o n e c o n o m i c a n d
s o c i a l r e p o r t i n g ) ; P 3 a n d P 5 a r e c o n c e r n e d w i t h a l l f o u r l e v e l s o f r e p o r t i n g ;
1 . 4 J u s t i f i c a t i o n o f t h e s t u d y
J u s t i f i c a t i o n c a n b e d i s c u s s e d a t v a r i o u s l e v e l s o f a b s t r a c t i o n . A t a h i g h e r l e v e l , i t i s
s u p p o r t e d b y a c l a i m b y P o p p e r ( 1 9 6 6 , p 1 3 6 ) :
I t h a s b e e n s a i d , o n l y t o o t r u l y , t h a t P l a t o w a s t h e i n v e n t o r o f b o t h o u r
s e c o n d a r y s c h o o l s a n d o u r u n i v e r s i t i e s . I d o n o t k n o w a b e t t e r a r g u m e n t f o r
a n o p t i m i s t i c v i e w o f m a n k i n d , n o b e t t e r p r o o f o f t h e i r i n d e s t r u c t i b l e l o v e f o r
t r u t h a n d d e c e n c y , o f t h e i r o r i g i n a l i t y a n d s t u b b o r n n e s s a n d h e a l t h , t h a n t h e
f a c t t h a t t h i s d e v a s t a t i n g s y s t e m o f e d u c a t i o n h a s n o t u t t e r l y r u i n e d t h e m . I n
s p i t e o f t h e t r e a c h e r y o f s o m a n y o f t h e i r l e a d e r s , t h e r e a r e q u i t e a n u m b e r ,
o l d a s w e l l a s y o u n g , w h o a r e d e c e n t , a n d i n t e l l i g e n t , a n d d e v o t e d t o t h e i r
t a s k .
U n d o u b t e d l y , u n i v e r s i t i e s p l a y a m a j o r r o l e i n m o s t s o c i e t i e s . A m a j o r d e b a t e i n
h i g h e r e d u c a t i o n o v e r r e c e n t t i m e s c o n c e r n s t h e n a t u r e o f t h e u n i v e r s i t y ( o r t h e
a c a d e m y ) . T h e d e b a t e u s u a l l y t a k e s t h e f o r m o f a ' c o l l e g i a t e ' v e r s u s ' m a n a g e r i a l '
a p p r o a c h ( B e r g q u i s t , 1 9 9 2 ) t o t h e p o l i c i e s a n d t h e r u n n i n g o f t h e u n i v e r s i t y , i n w h i c h
a c c o u n t i n g p l a y s a p a r t . L e a v i n g a s i d e q u e s t i o n s o f a g e , d e c e n c y a n d i n t e l l i g e n c e , t h i s
s t u d y c a n b e j u s t i f i e d b y i t s s e e k i n g t o a s s i s t t h o s e d e v o t e d t o i m p r o v i n g t h e r o l e o f
e d u c a t i o n i n g e n e r a l a n d o f a c c o u n t i n g i n p a r t i c u l a r , a s w a s C h a m b e r s ( 1 9 4 8 a , 1 9 6 8 a ,
1 9 8 7 a n d 1 9 9 9 ) .
A t a n o t h e r l e v e l , s u p p o r t i s p r o v i d e d b y t h e r e c y c l i n g c l a i m o f S t e r l i n g ( 1 9 7 9 ) m e t
e a r l i e r i n t h i s c h a p t e r . I f t h i s s t u d y h e l p s p r e v e n t o t h e r r e s e a r c h e r s f r o m r e c y c l e i s s u e s
f r o m v a r i o u s d e b a t e s , e s p e c i a l l y t h o s e f o u n d i n t h e r e p o r t i n g o f l i a b i l i t i e s , t h e s t u d y
w i l l b e j u s t i f i e d . T h i s j u s t i f i c a t i o n i s a t i m e l y r e m i n d e r a s s h o w n b y a n u n e x p e c t e d
c o i n c i d e n c e i n w h i c h , t o w a r d s t h e e n d o f t h e r e s e a r c h f o r t h i s t h e s i s , B o t o s a n e t a l
( 2 0 0 5 , p I 5 9 - 1 6 9 ) q u e s t i o n i s s u e s o f d e f i n i t i o n , r e c o g n i t i o n a n d m e a s u r e m e n t o f
l i a b i l i t i e s w h i c h s t i l l r e m a i n :
• W h a t d i s t i n g u i s h e s d e b t f r o m e q u i t y ?
• I f a n o b l i g a t i o n i s t o b e s e t t l e d i n s h a r e s , w h e n s h o u l d i t b e c l a s s i f i e d
a s d e b t ?
• I f a n o b l i g a t i o n i s t o b e s e t t l e d i n d e b t o r s h a r e s , h o w s h o u l d i t b e
c l a s s i f i e d ?
• H o w a r e v a r i o u s c o m p o n e n t s o f t h e a b o v e t o b e m e a s u r e d ?
• D o e s a g u a r a n t e e w i t h a l o w p r o b a b i l i t y o f o c c u r r e n c e n e e d t o b e
r e c o g n i z e d a s a l i a b i l i t y ?
• I f s o , h o w i s t h a t l i a b i l i t y t o b e m e a s u r e d ?
• A s t h e p r o b a b i l i t y o f o c c u r r e n c e c h a n g e s , d o e s t h e m e a s u r e o f t h e
l i a b i l i t y c h a n g e ?
• W h e n i s a l i a b i l i t y t o b e d e r e c o g n i z e d ? 1 1
1 1 B o t o s a n e t a l ( 2 0 0 5 , p I 5 9 ) , ' W h a t m a k e s a n o b l i g a t i o n a l i a b i l i t y ? A c c o u n t i n g f o r o b l i g a t i o n s a s
l i a b i l i t i e s i s a c o m p l e x a r e a o f a c c o u n t i n g , w i t h i m p o r t a n t a n d p e r v a s i v e i m p l i c a t i o n s f o r h o w w e l l
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W h i l e t h e b u s i n e s s w o r l d m a y f a c e n e w t y p e s o f l i a b i l i t i e s l i k e h y b r i d d e r i v a t i v e s ,
c e r t a i n l y t h e a b o v e q u e s t i o n s s u g g e s t a d e g r e e o f r e c y c l i n g o f i s s u e s , a s w i l l b e
r e v e a l e d a s t h i s s t u d y p r o g r e s s e s .
A t a m o r e p e r s o n a l l e v e l , j u s t i f i c a t i o n i s p r o v i d e d f r o m t h i s r e s e a r c h e r ' s l i n k t o
C h a m b e r s a n d h i s w o r k s . I t b e g a n o n a r r i v a l t o C h a m b e r s ' s t a f f i n 1 9 6 6 . I n t h a t y e a r ,
s t u d e n t s i n A c c o u n t i n g I l l , T e r m 1 1 , s t u d i e d C h a m b e r s ( l 9 6 6 a ) m a g n u m o p u s -
a r g u a b l y i t s f i r s t u s e a s a s e t t e x t i n f o r m a l s t u d y - a n d E d w a r d s a n d B e l l ( 1 9 6 1 ) . O v e r
t h e y e a r s s i n c e t h e n , C h a m b e r s ' w o r k s a n d i d e a s h a v e p r o v i d e d a n i d e a l f o r t e a c h i n g
a n d r e s e a r c h i n t e r e s t s . L i n k s w e r e r e t a i n e d b y f o r m a l t e a c h i n g , s u p e r v i s i o n ,
d i s c u s s i o n s w i t h C h a m b e r s p e r s o n a l l y a n d w i t h o t h e r c o l l e a g u e s .
1 . 5 O b j e c t i v e s a n d p l a n o f t h e s t u d y
I n t h i s s t u d y , t h e i n c l u s i o n o f ' l i a b i l i t i e s ' i n a c c o u n t i n g g e n e r a l l y , a n d w i t h i n t h e
C o C o A s y s t e m a s d e v e l o p e d b y C h a m b e r s , i s e x a m i n e d . I n o r d e r t o a s s e s s t h e i m p a c t
o f t h a t s y s t e m o n t h e r e p o r t i n g o f f i n a n c i a l p o s i t i o n a n d r e l a t e d p e r f o r m a n c e , i t i s
e s s e n t i a l t o g a i n a n u n d e r s t a n d i n g o f i t s h i s t o r i c a l d e v e l o p m e n t .
C o C o A a s a s y s t e m , a s p o i n t e d o u t e a r l i e r i n t h i s c h a p t e r , w a s s e e n a s n o v e l t o m a n y
a c c o u n t a n t s , b o t h a c a d e m i c a n d p r a c t i t i o n e r . G e l l - M a n n ( 1 9 9 4 , p 2 6 4 - 2 6 5 ) , i n
d i s c u s s i n g h o w c r e a t i v e o r n o v e l i d e a s a r e c o n c e i v e d , w r i t e s o f t h e e x p e r i e n c e s s h a r e d
w i t h v a r i o u s p e o p l e ( h e r e , a g r o u p o f p h y s i c i s t s , b i o l o g i s t s , p a i n t e r s a n d p o e t s ) 1 2 h e
m e t w i t h i n 1 9 7 0 .
1 3
T h e a c c o u n t s o f t h o s e i n t h e g r o u p a g r e e d t o a r e m a r k a b l e e x t e n t
t h a t t h e r e w e r e t h r e e s t e p s . T h e f i r s t d e a l t w i t h t h e i d e n t i f i c a t i o n o f a
c o n t r a d i c t i o n / p r o b l e m f o u n d w i t h t h e p r e s e n t e s t a b l i s h e d t h e o r y o r t h e w a y t h i n g s
w e r e d o n e . T h e s e c o n d s a w t h e c o n t i n u a t i o n o f f u r t h e r t h o u g h t w h i c h t e n d e d t o b e
u s e l e s s a t t h a t s t a g e . T h e t h i r d h a p p e n e d , o f t e n b y c h a n c e , l e a d i n g t o t h e ' c r e a t i v e
i d e a ' .
W h i l e a l l i n t h e g r o u p w e r e i m p r e s s e d b y t h e a g r e e d t h r e e s t e p s , G e l l - M a n n w o u l d
l a t e r f i n d t h a t t h e s e w e r e n o t n e w i d e a s . I n s t e a d , t h i s i n s i g h t c o u l d b e t r a c e d t o t h e l a t e
n i n e t e e n t h c e n t u r y w h e n H e r m a n n v o n H e l o l t z t e r m e d t h e s t e p s s a t u r a t i o n ,
i n c u b a t i o n a n d i l l u m i n a t i o n . E a r l y i n t h e t w e n t i e t h c e n t u r y , H e n r i P o i n c a r e w a s t o
a d d a f o u r t h - v e r i f i c a t i o n . T h e s e f o u r s t e p s a r e u s e d i n t h e p l a n o f t h i s s t u d y .
C h a p t e r I p r o v i d e s t h e I n t r o d u c t i o n w h i l s t C h a p t e r s 2 t o 5 i n c l u s i v e d e v e l o p t h e
f r a m e w o r k f o r t h e a n a l y s i s a n d d i s c u s s i o n f o u n d i n t h e s t u d y . I n t h e s e c h a p t e r s , t h e
u s e r s o f f i n a n c i a l r e p o r t s c a n a s s e s s a f i r m ' s c u r r e n t f i n a n c i a l p o s i t i o n , i n c o m e , c a s h f l o w s , a n d r i s k ,
a n d h o w w e l l t h e y c a n p r e d i c t a f i r m ' s f u t u r e i n c o m e a n d c a s h f l o w s . W h i l e a c c o u n t i n g s t a n d a r d s e t t e r s
h a v e l o n g r e c o g n i z e d i t s i m p o r t a n c e t o f i n a n c i a l r e p o r t i n g , a c c o u n t i n g f o r l i a b i l i t i e s s t i l l f a c e s
f u n d a m e n t a l u n r e s o l v e d p r o b l e m s a t c o n c e p t u a l , d e f i n i t i o n a l , a n d p r a c t i c a l l e v e l s , i n c l u d i n g w h e n a n d
h o w t o r e c o g n i z e , c l a s s i f y , m e a s u r e , a n d e x t i n g u i s h l i a b i l i t i e s . '
1 2 G e l l - M a n n ' s v i e w s s e e m t o b e i n c r e a s i n g l y r e f e r e n t s i n t h e a u d i t i n g l i t e r a t u r e . S e e B e l l a n d S o l o m o n
( 2 0 0 2 , p S ) .
1 3 G a f f i k i n ( 2 0 0 3 a , p 3 0 5 ) c o m m e n t s , ' I n l o g i c a l p o s i t i v i s m a n d i t s m a n y v a r i a n t s a n d o f f s h o o t s t h e r e
w a s a d i s t i n c t i o n d r a w n b e t w e e n t h e c o n t e x t o f d i s c o v e r y a n d c o n t e x t o f j u s t i f i c a t i o n . . . . I t w a s b e l i e v e d
t h a t d i s c o v e r y w a s t o o d i f f i c u l t t o c h a r a c t e r i z e s o t h e p h i l o s o p h y o f s c i e n c e s h o u l d b e c o n c e r n e d w i t h
j u s t i f i c a t i o n . '
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a r g u m e n t i s s t r u c t u r e d a r o u n d a n i d e a i m p l i c i t l y s u g g e s t e d o n t h e d u s t - c o v e r o f
L i t t l e t o n ( 1 9 3 3 ) . P i c t u r e d i s t h e p e r i o d o f t h e 1 4 0 0 s b e l o n g i n g t o I t a l y , t h e 1 5 0 0 s ,
l 6 0 0 s a n d l 7 0 0 s a s a n e r a o f l t a l y - F r a n c e - G e r m a n d e v e l o p m e n t s , t h e 1 8 0 0 s t h e U K
e r a a n d t h e 1 9 0 0 s a U S A o n e . I n t h i s s t u d y , p a r t i c u l a r e m p h a s i s i s p l a c e d o n t h e
A n g l o - A m e r i c a n l i n k .
1 4
T h i s i s n o t t o a r g u e t h a t d e v e l o p m e n t s i n o t h e r c o u n t r i e s a r e t o b e i g n o r e d . I n d e e d , t h e
m a t e r i a l h e l d i n t h e C o l l e c t i o n s h o w s t h i s d i d n o t a p p l y t o C h a m b e r s ' r e s e a r c h . P I t i s
s i m p l y a r e q u i r e m e n t t o m a k e t h e s t u d y m a n a g e a b l e . I n C h a p t e r 2 , U K i n f l u e n c e s a r e
e x a m i n e d , f o l l o w e d b y a s u b - s e c t i o n o n c o n c u r r e n t d e v e l o p m e n t s i n U S A . I n
C h a p t e r s 3 t o 5 , t h e s t r u c t u r e i s r e v e r s e d w i t h U S A s e e n a s t h e d o m i n a n t p a r t y .
L i t t l e t o n ( 1 9 3 3 , p 3 6 1 ) e x p l i c i t l y c o n c l u d e s t h a t h i s e s s a y o n t h e e v o l u t i o n o f
a c c o u n t i n g i s a s t o r y o f i n t e r a c t i n g e v e n t s - a s i s a l l h i s t o r y . " T h i s t h e s i s t h e r e f o r e
i n t r o d u c e s a s u b - s e c t i o n o n w h a t a r e t e r m e d ' a c c o u n t i n g i n t e r a c t i o n s ' . T h e s e i n t u r n
h a v e i m p l i c a t i o n s f o r t h e r e p o r t i n g o f l i a b i l i t i e s - t h e t h r u s t o f t h i s s t u d y . T h e a n a l y s i s
h e r e w i l l s u p p o r t o r r e j e c t t h e p r o p o s i t i o n s / r e s e a r c h h y p o t h e s e s . T h e f r a m e w o r k
e s t a b l i s h e d i n C h a p t e r s 2 t o 5 i n c l u d e s d i s c u s s i o n o f p r o b l e m s a n d c o n t r o v e r s i e s - i n
s o m e w a y s a p a r t o f t h e s a t u r a t i o n s t e p .
C h a p t e r 6 c e r t a i n l y d e a l s w i t h t h e i s s u e s o f s a t u r a t i o n . H e r e , f o l l o w i n g t h e a r g u m e n t
o f G e l l - M a n n , p a r t i c u l a r i s s u e s c o n c e r n i n g c o n t r a d i c t i o n s / p r o b l e m s i n a c c o u n t i n g a n d
t h e r e p o r t i n g o f l i a b i l i t i e s a r e i d e n t i f i e d i n a w a y c o n s i s t e n t w i t h t h e e a r l i e r c h a p t e r s o f
t h e s t u d y . I t c o v e r s t h e q u e s t i o n i n g o f c o n v e n t i o n a l a c c o u n t i n g i n t h e 1 9 5 0 - 1 9 6 0 s ,
i n c l u d i n g C h a m b e r s ' c o n t r i b u t i o n s t o d e b a t e o n v a r i o u s i s s u e s a n d h i s p r o p o s e d
r e s o l u t i o n s . C h a p t e r s 7 a n d 8 d i s c u s s t h e i s s u e s f a c e d i n d e b a t e s o n i n c u b a t i o n -
d e v e l o p m e n t s i n C o C o A i n g e n e r a l a n d l i a b i l i t i e s i n p a r t i c u l a r w h i c h t e n d t o s u g g e s t
t h e f u t i l i t y o f t h e s e a r c h f o r r e s o l u t i o n o f t h e i d e n t i f i e d p a r a d o x e s . C h a p t e r 7 c o v e r s
t h e s t e p s i n w h i c h s e l e c t e d d e b a t e s a r g u a b l y d i v e r t e d d i s c u s s i o n . T h e e m p h a s i s h e r e
w i l l b e o n C F p r o j e c t s , e m p h a s i s i n g t h e p o t e n t i a l l y m i s p l a c e d f o c u s o f t h o s e p r o j e c t s
w h e r e t e n s i o n s a r i s e f r o m a n i n t e r m i n g l i n g o f c o n v e n t i o n a l a c c o u n t i n g , f i n a n c i a l ,
e c o n o m i c a n d s o c i a l i s s u e s . A s w i l l b e a r g u e d , v a r i o u s d e b a t e s o f t e n s e e m t o b e a t
c r o s s p u r p o s e s . C h a p t e r 8 w i l l e m p h a s i s e t e r m i n o l o g i c a l i s s u e s a s f o u n d i n d e b a t e s o n
d e f i n i t i o n a n d r e c o g n i t i o n o f l i a b i l i t i e s , a s w e l l a s i s s u e s o f t h e i r m e a s u r e m e n t .
I n t h e f i n a l s e c t i o n o f C h a p t e r s 2 t o 8 i n c l u s i v e , t h e A r g u m e n t i s s u m m a r i z e d a n d
p l a c e d i n a s e r i e s o f i s s u e s r e l a t e d t o t h e P r o p o s i t i o n s d e v e l o p e d i n 1 . 3 . T h e t h e m e s
• i d e n t i f y s e l e c t e d g e n e r a l i s s u e s ,
• i n c o r p o r a t e i d e a s o f C G a n d c h o i c e ,
1 4 T h i s a p p r o a c h d o e s p r o v i d e s o m e l i m i t a t i o n s f o r t h e s t u d y a s i n E u r o p e , i t i s a r g u e d b y s o m e t h a t t h e
A n g l o - S a x o n m o d e l s o f e c o n o m i c a n d s o c i a l p o l i c i e s a r e n o t a c c e p t a b l e , m a i n l y f r o m c u l t u r a l
d i f f e r e n c e s , a n d d o n o t w o r k t h e r e . S e e T h e E c o n o m i s t ( 2 0 0 5 c , p 4 9 ) ; K i t n e y ( 2 0 0 5 , p l O ) .
1 5 T h i s i s s h o w n b y r e f e r e n c e t o l e t t e r s a n d c o r r e s p o n d e n c e f r o m t h e C o l l e c t i o n . C h a m b e r s h a d
d i a l o g u e s w i t h m a n y s c h o l a r s , a s w e l l a s s e e k i n g l o c a l a n d i n t e r n a t i o n a l a s s i s t a n c e a n d c o n t r i b u t i o n s ,
e s p e c i a l l y a s h e f o u n d e d A b a c u s .
1 6 L i t t l e t o n ( 1 9 3 3 , p 3 6 1 ) i l l u s t r a t e s p o s s i b l e a c c o u n t i n g i n t e r a c t i o n s w i t h c h a n g e s i n t h e p h e n o m e n a t o
b e i n c l u d e d , w i t h p a r t i c u l a r m e t h o d s b e c o m i n g l e s s e f f e c t i v e , w i t h e a r l i e r i t e m s b e c o m i n g i r r e l e v a n t
a n d w i t h n e w m e t h o d s a n d i d e a s e m e r g i n g .
9
• i n c o r p o r a t e t h o s e o f a c c o u n t i n g i n g e n e r a l , a n d
• i n c o r p o r a t e t h o s e o f l i a b i l i t i e s i n p a r t i c u l a r .
T h e t o t a l A r g u m e n t i s r e p r o d u c e d i n A p p e n d i x V I . I n C h a p t e r 9 , c o n c l u s i o n s m a d e
w i l l p r o v i d e i s s u e s o f i l l u m i n a t i o n - b r e a k t h r o u g h s i n d e b a t e s i n t h e 2 0 0 0 s w h i c h
s u g g e s t p o t e n t i a l r e s o l u t i o n o f v a r i o u s p a r a d o x e s .
A s i n m o s t h i s t o r i c a l t r e a t i s e s , v e r i f i c a t i o n i s p r o v i d e d b y t h e v e r i t y o f t h e
o b s e r v a t i o n s s e l e c t e d a n d t h e i n t e r n a l c o n s i s t e n c y ( o r v a l i d i t y ) o f t h e t o t a l a r g u m e n t .
I t h a s b e e n w r i t t e n t h a t h i s t o r y m a y c h a n g e l i k e a c h a m e l e o n i n t h a t i t m a y r e f l e c t t h e
a n s w e r r e q u i r e d ( H a y d e r , 2 0 0 4 , p 3 6 l ) . B e t h a t a s i t m a y , h i s t o r y h a s a p l a c e i n
e d u c a t i o n , t h o u g h i t m a y b e m i n i m i z e d i n s o m e c u r r i c u l a a n d r e s e a r c h . H o w e v e r
h i s t o r y d o e s n o t w a i t s i m p l y t o b e f o u n d b u t r e q u i r e s c o n s c i o u s e f f o r t f o r a n y
c o n c l u s i o n r e a c h e d . V
1 . 7 L i m i t a t i o n s o f t h e s t u d y
C h a m b e r s ( 1 9 7 9 , p 7 6 4 ) h a s c o m m e n t e d o n t h e r i s k s m e t i n r e v i e w i n g h i s t o r i c a l w o r k
o f s o m e t i m e a g o . H e c o u l d n o t p h r a s e a n s w e r s w h i c h t o h i m w e r e e n t i r e l y
s a t i s f a c t o r y . I S T h i s s t u d y s u f f e r s t h e s e r i s k s a s w e l l .
B u i l d i n g o n G a f f i k i n ( 2 0 0 3 a , p 3 0 6 ) w h o a r g u e s f o r ' a c o n t i n u u m i n r e s p e c t o f h o w
t h e o r i e s a r e e s t a b l i s h e d f r o m d i s c o v e r y t o j u s t i f i c a t i o n ' , 1 9 s e c o n d a r y d a t a ( a s o p p o s e d
t o s e c o n d a r y s o u r c e s ) a r e u s e d a s t h e s o l e b a s i s f o r e v i d e n c e i n t h i s s t u d y ( P r e v i t s e t
a l , 1 9 9 0 ) . T h e e v i d e n c e r e l i e s m a i n l y o n w r i t i n g s o f a n d a r c h i v a l m a t e r i a l c o l l e c t e d b y
C h a m b e r s o v e r h i s l e n g t h y c a r e e r i n a c a d e m i a ( a p r i m a r y s o u r c e ) a s w e l l a s w r i t i n g s
a n d h i s t o r i c a l r e s e a r c h b y o t h e r s ( a s e c o n d a r y s o u r c e ) . T h e a r g u m e n t w i l l u s e
p u b l i s h e d d a t a f r o m a c a d e m i c , p r o f e s s i o n a l , s e m i - p r o f e s s i o n a l a n d p o p u l a r s o u r c e s i n
a r e t r o s p e c t i v e w a y .
C h a m b e r s ' m e t h o d o l o g y a n d r e l a t e d r e s e a r c h m e t h o d s u s e d i n t h e d e v e l o p m e n t o f
C o C o A h a v e b e e n w e l l d o c u m e n t e d , a n a l y s e d a n d r e p o r t e d b y G a f f i k i n ( 1 9 8 6 ) i n h i s
d o c t o r a l t h e s i s . G a f f i k i n ( 2 0 0 0 ) p r o v i d e s a s h o r t e r v e r s i o n ( w i t h a s e l e c t e d u p d a t e ) o f
1 7 G a f f i k i n ( 2 0 0 3 a , p 3 0 5 ) , ' T h e r e i s a t e n d e n c y i n m a n y d i s c i p l i n e s t o r e m e m b e r t h o s e s c h o l a r s w h o
w e n t b e f o r e a s c o n t r i b u t i n g s o m e t h i n g t o t h e a d v a n c e s i n k n o w l e d g e . . . . F e w c u r r e n t t e x t b o o k s o r o t h e r
b o o k s i n a c c o u n t i n g r e v i s i t p a s t a c c o u n t i n g c o n t r i b u t o r s o t h e r t h a n j u s t a c u r s o r y a c k n o w l e d g e m e n t o f
a p a s t . I s i t a d i s c i p l i n e w i t h o u t a n i n t e l l e c t u a l h i s t o r y ; a r e t h e c o n t r i b u t i o n s o f t h e p a s t s c h o l a r s t o b e
t o t a l l y d e n i e d ? '
1 8 C h a m b e r s ( 1 9 7 9 , p 7 6 4 ) , ' O n e m a y b e a w a r e o f t h e a n t e c e d e n t l i t e r a t u r e a n d t o s o m e e x t e n t o f
p r a c t i c e a t t h a t t i m e . B u t t h e r e i s t h e r i s k t h a t l i n g u i s t i c h a b i t s m a y h a v e c h a n g e d , t h e r i s k t h a t o p i n i o n s
o f o t h e r s o n t h e w o r k m a y c l o u d o n e ' s j u d g m e n t , a n d t h e r i s k o f i n t e r p r e t i n g t h e w o r k i n t h e l i g h t o f
e v e n t s a n d d e b a t e s s u b s e q u e n t t o i t s p u b l i c a t i o n . T o b e a w a r e o f t h e s e p o s s i b i l i t i e s i s a t l e a s t o f s o m e
h e l p . '
1 9 G a f f i k i n ( p 3 0 6 ) c o n t i n u e s , ' T h e a p r i o r i r e s e a r c h e r s , i n s e e k i n g t h e f o u n d a t i o n s f o r a t h e o r y o f
a c c o u n t i n g , w e r e e s s e n t i a l l y c o n c e r n e d w i t h i s s u e s a t t h e d i s c o v e r y e n d o f t h e c o n t i n u u m . T h a t i s , t h e y
w e r e c o n c e r n e d w i t h e s t a b l i s h i n g t h e o r i e s o n " t r u t h f u l " a s s u m p t i o n s o f o b s e r v e d b u s i n e s s b e h a v i o u r .
T h e e m p i r i c a l / p o s i t i v e r e s e a r c h t h a t r e p l a c e d t h e i r e f f o r t s i n t h e p o s t 1 9 7 0 p e r i o d i s c o n c e r n e d w i t h t h e
o t h e r e n d o f t h i s c o n t i n u u m - j u s t i f i c a t i o n - h e n c e t h e e x a g g e r a t e d e m p h a s i s o n t e s t i n g a n d q u a n t i t a t i v e
m e t h o d s ; t h e y h a d n e w t o o l s i n c o m p u t e r s a n d l a r g e s t o c k m a r k e t d a t a b a s e s a n d n e w l y d e v e l o p e d
r e s e a r c h s k i l l s l e a r n e d f r o m t h e i r c o u r s e s i n r e s e a r c h m e t h o d s . H o w e v e r . _ . b o t h " t y p e s " o f r e s e a r c h
s h a r e o n t o l o g i c a l a n d e p i s t e m o l o g i c a l p o s i t i o n s ( r e a l i s m a n d p o s i t i v i s m ) . '
1 0
t h e t h r u s t o f t h e a r g u m e n t " T h e c o m p l e x i t y o f v a r i o u s i d e a s a n d r e l a t e d
i n t e r r e l a t i o n s h i p s i n C o C o A - i n b o t h i t s d e v e l o p m e n t a n d t h e r e l a t e d a p p l i c a t i o n s -
p r o v i d e d m u c h g r o u n d f o r d e b a t e . F o r i n s t a n c e , i n t h e l a t t e r , G a f f i k i n a r g u e d t h a t
C h a m b e r s ' w o r k i s d i f f i c u l t t o c l a s s i f y o r ' b o x ' ( P 2 8 5 ) a n d h e d i s l i k e d b e i n g ' b o x e d '
( P 2 8 7 ) . I n d e e d , t h e r e s e a r c h e r r e c a l l s i n p e r s o n a l d i s c u s s i o n C h a m b e r s m a k i n g t h e
p o i n t o f n o t t o b o x p e o p l e o r t h e i r a r g u m e n t i n d e b a t e " a s i t w a s o f t e n ' a s t e r i l e t h i n g
t o d o ' .
D e s p i t e s u c h p r o t e s t a t i o n s , C o C o A w a s ' b o x e d ' b y s o m e a s n o r m a t i v e a n d n o n -
e m p i r i c a l , t h u s b e i n g d i s c a r d e d b y s o m e w h o c l a i m e d t o b e e m p i r i c a l . R e s i s t a n c e w a s
a l s o f o u n d t o t h e u s e o f s c i e n t i f i c m e t h o d - t h e e v e r - p r e s e n t d e b a t e w h e t h e r
a c c o u n t i n g i s a r t o r s c i e n c e . C h a m b e r s s h o w e d t h e d e b a t e t o b e s t e r i l e , 2 2 b e i n g a n
i l l u s t r a t i o n o f a r g u m e n t a t c r o s s - p u r p o s e s . D o e s t h i s p r o v i d e l i m i t a t i o n s f o r s t u d i e s
l i k e t h i s o n e ? P e r h a p s . W h i l e C o o p e r a n d S c h i n d l e r ( 2 0 0 1 ) s e t ' r u l e s ' a p p l i c a b l e t o
t e c h n i c a l m e t h o d s o f r e s e a r c h , S u n d e r ( 2 0 0 2 , p 1 5 9 ) p o i n t s o u t , ' H i s t o r y ' " i s n o t
s i m p l y e v e r y t h i n g t h a t h a p p e n e d i n t h e p a s t ; w e s e l e c t f a c t s a n d o r g a n i z e t h e m w h e n
w e b e l i e v e t h e y m i g h t b e u s e f u l i n t h e f u t u r e . ' T h u s r e s e a r c h h e r e f a c e s t h e p r o b l e m
o f s e l e c t i n g t h e ' g o a l s a n d f a c t s ' a s s u g g e s t e d b y R a n d a l l a n d H a i n e s ( 1 9 4 6 ) . 2 3 A n
i l l u s t r a t i o n i s p r o v i d e d b y V a l l a n c e ( 1 9 5 5 ) w h o s e b o o k i s e x t e n s i v e l y c i t e d i n t h e
s t u d y . "
2 0 C o r r e s p o n d e n c e i n t h e C o l l e c t i o n ( U S A P 2 0 2 , B o x 1 9 , # 7 4 4 2 ) r e v e a l s C h a m b e r s ' u n e a s e w i t h s o m e
o f G a f f i k i n ' s a s s e s s m e n t s .
2 1 A t o n e l e v e l , t h e p r o c e s s o f ' b o x i n g ' p e o p l e a n d t h e i r w o r k i s a n i l l u s t r a t i o n o f T h o u l e s s ' ( 1 9 5 3 )
d i s h o n e s t t r i c k ( 6 ) D i v e r s i o n t o a n o t h e r q u e s t i o n , t o a s i d e i s s u e , o r b y i r r e l e v a n t o b j e c t i o n ( p I 7 1 ) o r
( 3 5 ) A n g e r i n g a n o p p o n e n t i n o r d e r t h a t h e m a y a r g u e b a d l y ( p I 7 5 ) . A s a n a n a l o g y , ( a n o t h e r d i s h o n e s t
t r i c k t h o u g h , r e m e m b e r , - n u m b e r ( 3 3 ) A r g u m e n t b y i m p e r f e c t a n a l o g y ) , i t i s t h e p r a c t i c e i n ' s p o r t ' o f
p h y s i c a l l y a t t a c k i n g ( p l a y i n g ? ) t h e p e r s o n r a t h e r t h a n t h e ' b a l l ' o r t h e p r a c t i c e i n d e b a t e - e s p e c i a l l y i n
p o l i t i c s - o f v e r b a l l y a t t a c k i n g t h e p e r s o n r a t h e r t h a n t h e a r g u m e n t . ]
2 2 C h a m b e r s ( 1 9 6 4 a , p 6 ) , d r a w i n g o n t h e d e r i v a t i o n o f t h e t e r m ' a r t " a s s o m e t h i n g m a n - m a d e , a r g u e s ,
' T h e a r g u m e n t a s t o w h e t h e r a u d i t i n g i s a n a r t o r a s c i e n c e i s s t e r i l e . E n g i n e e r i n g i s a n a r t ; i t i s b a s e d
o n s c i e n t i f i c f o u n d a t i o n s . M e d i c i n e i s a n a r t ; i t i s b a s e d o n s c i e n t i f i c f o u n d a t i o n s . T h e r e a l q u e s t i o n
a b o u t a u d i t i n g i s w h e t h e r i t i s p u r e a r t , o r w h e t h e r i t h a s s o m e s c i e n t i f i c , d e m o n s t r a b l e f o u n d a t i o n s . '
2 3 R a n d a l l a n d H a i n e s ( 1 9 4 6 , p 2 2 ) , ' I n t e r m s o f t h e s e e n d s t h a t h a v e t o b e a c h i e v e d , t h e s e g o a l s f o r c e d
o n u s b y f a c t s , m e n u n d e r s t a n d t h e p r e s e n t a n d t h e p a s t , u s i n g t h e s e e n d s a s p r i n c i p l e s f o r s e l e c t i n g
w h a t i s b a s i c i n t h e h i s t o r i e s t h e y w r i t e . '
2 4 V a l l a n c e ( 1 9 5 5 , p l - 2 ) w r i t e s o f h i s r e s e a r c h i n t o f r a u d : ' T h e q u a r r y f r o m w h i c h t h i s b o o k h a s b e e n
d u g i s d e p l o r a b l y l a r g e . . . . F o r t h i s a n a t o m y , s i n c e m i n e a r e n o t t h e l a b o r i o u s a m b i t i o n s o f a n
e n c y c l o p a e d i s t , I h a v e h a d t o a p p l y s t r i c t s e l e c t i v i t y . T h e f r a u d s w i t h w h i c h t h e f o l l o w i n g c h a p t e r s a r e
c o n c e r n e d r e l a t e t o m o d e r n t i m e s - t o t h e t y p e o f s o c i e t y , i n f a c t , w h i c h c a n b e t e r m e d " c a p i t a l i s t " . ' "
- I d e a l o n l y w i t h a c t i v i t i e s i n t e g r a l t o f i n a n c i a l m a r k e t s a n d t h e i r t r a f f i c . S e l e c t i n g s t i l l m o r e n a r r o w l y ,
I o m i t - s a v e f o r b r i e f r e f e r e n c e t o a f e w n o t a b l e c a s e s - t h e s k i l l e d f o r g e r s o f s i g n a t u r e s o n c h e q u e s
a n d o t h e r f i n a n c i a l d o c u m e n t s . . . " F i n a l l y , m y c o n c e r n i s , a l m o s t e n t i r e l y , w i t h t h e h i s t o r y o f f r a u d s
w h i c h w e r e " p u b l i c " - f r a u d s , t h a t i s , n o t d i r e c t e d , l i k e t h e c o n f i d e n c e t r i c k s t e r ' s a c t i v i t i e s , a t s e l e c t e d
i n d i v i d u a l s , n o r a i m e d a t a s i n g l e i n s t i t u t i o n s u c h a s a b a n k o r a n i n s u r a n c e c o m p a n y , b u t o r g a n i s e d f o r
t h e u n l a w f u l e x p l o i t a t i o n o f a s i g n i f i c a n t l y l a r g e s e c t i o n o f t h e c o m m u n i t y . ' O n e c a n f i n d s i m i l a r
d e s c r i p t i o n s i n c a s e - b a s e d w o r k s l i k e C h a m b e r s ( 1 9 7 3 ) ; C l a r k e e t a l ( 1 9 9 7 , 2 0 0 3 ) ; K i n d l e b e r g e r
( 1 9 9 6 ) .
1 1
R a n d a l l a n d H i n e s ( 1 9 4 6 , p 1 7 - 1 8 ) a p p l y t h i s p r o b l e m i n a m o r e g e n e r a l w a y i n t h e
c o n t e x t o f a w r i t t e n - h i s t o r y ( a s f o u n d i n t h i s s t u d y ) . S o m e p r i n c i p l e o f s e l e c t i o n i s
u s e d t o c h o o s e w h a t i s i n c l u d e d . I f a p e r i o d e l a p s e s b e t w e e n t w o w r i t t e n h i s t o r i e s , t h e
p r i n c i p l e o f s e l e c t i o n w i l l p r o b a b l y d i f f e r a p p r e c i a b l y . M o r e f a c t s m a y b e f o u n d a n d
c i r c u m s t a n c e s c h a n g e . " T h e s e l e c t i o n o f s o c i a l a n d e c o n o m i c e v e n t s w i t h a c c o u n t i n g
i n t e r a c t i o n s i s d e t e r m i n e d b y t h e a i m o f t h e s t u d y . O t h e r s m a y s e e o t h e r e v e n t s
w o r t h y o f s e l e c t i o n . F o r i n s t a n c e , G o l d b e r g ( 1 9 4 9 , P a r t I V ) s e l e c t e d t h e i m p o s i t i o n i n
U S A o f e x c i s e t a x i n 1 9 0 9 , o f i n c o m e t a x i n 1 9 1 3 a n d o f a n e x c e s s - p r o f i t s t a x i n 1 9 1 7
a s o f k e y i m p o r t a n c e i n t h e d e v e l o p m e n t o f a c c o u n t i n g . A n o t h e r i n s t a n c e i s f o u n d i n
t h e s w i t c h f r o m t h e d o m i n a n t i n f l u e n c e o f U K e v e n t s i n C h a p t e r 2 t o t h e d o m i n a n t
i n f l u e n c e o f U S A e v e n t s i n C h a p t e r s 3 t o 5 i n c l u s i v e , w h e n t h e i n f l u e n c e o f s t o c k
e x c h a n g e s i s d i s c u s s e d . T h e L o n d o n S t o c k E x c h a n g e ( S p e c i a l S u b - C o m m i t t e e , 1 9 3 0 )
r e c e i v e s s c a n t c o n s i d e r a t i o n , e s p e c i a l l y w h e n c o m p a r e d t o t h a t g i v e n t o t h e N Y S E .
I n d e e d , t h e s e l e c t i o n o f w h a t t o i n c l u d e i n t h i s ' h i s t o r y ' w a s , g i v e n t h e q u a n t i t y o f
C h a m b e r s ' p u b l i s h e d w r i t i n g s , t h e e v e n l a r g e r q u a n t i t y o f w r i t i n g s o f o t h e r s o n
C o C o A a n d r e l a t e d m o d e l s a n d t h e w e a l t h o f m a t e r i a l i n t h e C o l l e c t i o n , a p r o b l e m . "
C e r t a i n l y t h e ' p r i n c i p l e o f s e l e c t i o n ' i n t h i s s t u d y h a s c e r t a i n l y c h a n g e d f r o m i d e a s
h e l d w h e n i n 1 9 6 6 C h a m b e r s ' C o C o A a n d t h e r e l a t e d t r e a t m e n t o f l i a b i l i t i e s w e r e
f i r s t e x a m i n e d .
A s d i s c u s s e d e a r l i e r , a r g u m e n t s o f t h i s s t u d y a r e l i n k e d t o C o C o A . H o w e v e r , m u c h
u s e i s m a d e i n p a r t i c u l a r c h a p t e r s o f C h a m b e r s ' w r i t i n g s , b o t h e a r l i e r t h a n a n d l a t e r t o
1 9 6 6 , t h e d a t e o f h i s m a g n u m o p u s . T h e y a r e r e l a t e d s o a s t o f i t w i t h i n t h e o v e r a l l
a r g u m e n t a s p l a n n e d i n S e c t i o n 1 . 5 . T h i s i s c o n s i s t e n t w i t h t h e i d e a o f ' a " m u l t i p l e
c a u s a t i o n " t h e o r y ' ( R a n d a l l a n d H a i n e s , 1 9 4 6 , p 1 9 ) a s t h e p r i n c i p l e o f s e l e c t i o n .
F i n a l l y , a l i m i t a t i o n o f t h e s t u d y i s t h e l i b e r t y t a k e n i n t h e u s e o f t h e a b b r e v i a t i o n s U K
a n d U S A . I n v a r i o u s d i s c u s s i o n s , s t r i c t u s e m a y r e q u i r e ' E n g l a n d ' o r ' S c o t l a n d ' r a t h e r
t h a n U K f o r i n s t a n c e w h i l e i n o t h e r s , l i k e t h o s e t o t i m e s b e f o r e 1 7 7 6 , w h e n t h e r e w a s
n o U S A , s t r i c t l y r e f e r e n c e s h o u l d b e m a d e t o ' c o l o n y ' . T h e c l a i m i s m a d e f o r s o m e
' p o e t i c l i c e n c e ' - a n e x c u s e f i r s t m e t a n d u s e d i n s e c o n d a r y s c h o o l i n B r i s b a n e s e v e r a l
d e c a d e s a g o .
2 5 D i a m o n d ( 2 0 0 5 , p S ) , ' W e s h o u l d n ' t b e s o n a i v e a s t o t h i n k t h a t s t u d y o f t h e p a s t w i l l y i e l d s i m p l e
s o l u t i o n s , d i r e c t l y t r a n s f e r a b l e t o o u r s o c i e t i e s t o d a y . '
2 6 C h a m b e r s h i m s e l f ( l 9 7 5 , p 9 7 ) w r i t e s , ' T h e r e a r e p i t f a l l s i n l i f t i n g i d e a s a n d a r g u m e n t s f r o m t h e i r
o r i g i n a l c o n t e x t s . '
1 2
C h a p t e r 2 T h e F r a m e w o r k : C o r p o r a t e G o v e r n a n c e b e f o r e t h e T w e n t i e t h
C e n t u r y - t h e D o m i n a n t U K I n f l u e n c e
T h e g r e a t c h a n g e i n t h e E n g l i s h l a w . . . w a s b r o u g h t a b o u t b y a s e r i e s o f
C o m p a n y A c t s ( c u l m i n a t i n g i n t h e A c t o f 1 8 6 2 ) , w h i c h m a d e i t e a s y t o f o r m
J o i n t S t o c k C o m p a n i e s w i t h L i m i t e d L i a b i l i t y .
H i c k s , 1 9 4 2 , p 9 0 .
E a c h e r a i s s e e n l a r g e l y a s t h e s t o r y o f t h e e c o n o m i c a l l y d o m i n a n t n a t i o n o f t h e
t i m e . . . . f r o m t h e s e v e n t e e n t h t h r o u g h t h e n i n e t e e n t h c e n t u r i e s i t i s u s u a l l y
E n g l a n d
C h a t f i e l d , 1 9 7 7 , p i i i - i v ,
2 . 1 I n t r o d u c t i o n
I n C h a p t e r I , r e s e a r c h h y p o t h e s i s / p r o p o s i t i o n P I g u i d i n g t h i s t h e s i s c o n c e r n e d t h e
i n a b i l i t y o f c o n v e n t i o n a l a c c o u n t i n g r e p o r t s t o a c t a s a n e f f e c t i v e m o n i t o r / c o n t r o l i n
C O , e x c e p t b y c h a n c e . A c o r o l l a r y a r g u m e n t i s t h a t c o n t e m p o r a r y f i n a n c i a l ( i n i t s
p u r e s e n s e ) r e p o r t i n g w o u l d m e e t t h a t n e e d . I t i s a r g u e d h e r e t h a t C h a m b e r s w a s
c e r t a i n l y g u i d e d b y s i m i l a r p r o p o s i t i o n s w h i l e d e v e l o p i n g C o C o A .
O n e d i f f i c u l t y , a s a l r e a d y p o i n t e d o u t i n C h a p t e r I , i s t h e v a s t s c o p e o f C h a m b e r s '
w r i t i n g s u n d e r l y i n g h i s d e v e l o p m e n t o f C o C o A a n d i t s i n f l u e n c e o n a c c o u n t i n g
t h e o r y a n d p r a c t i c e . A s m e t i n C h a p t e r I , o n e o f T h o u l e s s ' ( p 1 7 0 - 1 7 6 ) t h i r t y - e i g h t
d i s h o n e s t t r i c k s c o m m o n l y u s e d i n a r g u m e n e
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p r o v i d e d ( a n d c o n t i n u e s t o p r o v i d e )
s c o p e f o r d i v e r s i o n t o o t h e r p r o b l e m s . T o o v e r c o m e s u c h p r o b l e m s , a c o n t e x t i s
r e q u i r e d - o n e o f C O .
H o w e v e r , e v e n w i t h i n a c o n t e x t t h e r e r e m a i n s m u c h s c o p e f o r d i v e r s i o n i n a r g u m e n t .
I n t h i s c h a p t e r , i t i s a r g u e d t h a t o v e r t i m e , s o c i a l a n d e c o n o m i c d e v e l o p m e n t s
i n t e r a c t e d w i t h f i n a n c i a l a n d c o n v e n t i o n a l a c c o u n t i n g r e q u i r e m e n t s . i " I n d e a l i n g
w i t h t h e s e i n t e r a c t i o n s , v a r i o u s t e n s i o n s a r o s e . A s s h o w n i n F i g u r e 2 . 1 , t w o o f t h e s e
a r e t e r m e d i n s t i t u t i o n a l a n d i n f o r m a t i o n t y p e t e n s i o n s . I n s t i t u t i o n a l o n e s c o n c e r n t h e
c r e a t i n g o f n e c e s s a r y i n f r a s t r u c t u r e t o r e s o l v e s e l e c t e d i s s u e s o f s a y d u e p r o c e s s a n d
t h o s e d e a l i n g w i t h p r o f e s s i o n a l m a t t e r s . T h e s e a r e q u i t e d i s t i n c t f r o m i n f o r m a t i o n
t e n s i o n s o f w h i c h C h a m b e r s w a s m o s t c o n c e r n e d . I n d e e d , h e s a w h i s C o C o A a s a
s o l u t i o n t o i n f o r m a t i o n t e n s i o n s , w i t h i n h i s ' t o t a l s c e n e ' .
2 7 T h o u l e s s ( 1 9 5 3 , p I 7 l ) , ' ( 6 ) D i v e r s i o n t o a n o t h e r q u e s t i o n , t o a s i d e i s s u e , o r b y i r r e l e v a n t o b j e c t i o n
( p p . 3 9 - 4 2 ) . D e a l t w i t h b y r e f u s i n g t o b e d i v e r t e d f r o m t h e o r i g i n a l q u e s t i o n , b u t s t a t i n g a g a i n t h e r e a l
q u e s t i o n a t i s s u e . '
2 8 V a l i a n c e ( 1 9 5 5 , p 8 ) a r g u e d t h a t w h i l e t h e d i s c l o s u r e o f f r a u d s b e c a m e i n e v i t a b l e w h e n t h e r e w a s a
d o w n t u r n i n t h e m a r k e t c y c l e , t h e f r a u d s w e r e i n s p i r e d b y a p r e c e d i n g s p e c u l a t i v e u p s w i n g . H e d i d
c o n c e d e t h a t t h e g e n e r a l i z a t i o n m i g h t n e e d t o b e q u a l i f i e d , b u t c o n c l u d e d t h a t f i n a n c i a l f r a u d a n d p e a k s
o f t h e t r a d e - c y c l e w e r e c l o s e l y c o r r e l a t e d .
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I n t e r a c t i o n s a r e w e l l a c c e p t e d i n v a r i o u s s t u d i e s . C e r t a i n l y , r e c o r d b o o k s a n d t h e
r e l a t e d a c c o u n t i n g h a v e p r o v i d e d i n s i g h t i n t o d a i l y l i f e i n a n c i e n t s o c i e t i e s ( C h a t f i e l d ,
1 9 7 7 , p 3 ) . I n d e e d , t h e i d e a o f r e p o r t i n g - o f a p o s i t i o n a n d / o r o f p e r f o r m a n c e - h a s a
l o n g h i s t o r y . i "
F i g u r e 2 . 1
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I n t h i s c h a p t e r , i t i s a r g u e d t h a t C h a m b e r s , b e i n g a w a r e o f a b r e a d t h o f m a t t e r s ,
c o n s i d e r e d v a r i o u s i n f l u e n c e s . O n e w a s t h e i n f l u e n c e o f i d e a s f r o m U K , e s p e c i a l l y t h e
A n g l o - A m e r i c a n t y p e l e g a l s y s t e m a n d i t s c o m m o n l a w a p p r o a c h . T h i s s y s t e m
a t t e m p t s t o p r o v i d e s t a b i l i t y i n s o c i a l a n d e c o n o m i c c o n d i t i o n s o v e r t i m e , w h i l e
2 9 I n T h e H o l y B i b l e ( 1 9 8 4 ) , G e n e s i s ( 2 . 1 5 - 2 . 1 7 ) r e c o r d s t h e L o r d G o d p u t A d a m i n c o m m a n d o f t h e
G a r d e n o f E d e n , b u t w i t h s t r i c t c o n s t r a i n t s o n t h e r e q u i r e d p e r f o r m a n c e i n t h e s t e w a r d s h i p o f t h a t
G a r d e n . G e n e s i s ( 3 . 8 - 3 . 1 1 ) r e c o r d s t h e o r a l r e p o r t o f t h a t p e r f o r m a n c e w h i l e G e n e s i s ( 3 . 1 4 - 3 . 2 1 )
r e c o r d s t h e c o n s e q u e n c e s o f t h a t r e p o r t .
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a l l o w i n g f o r c o n t e m p o r a r y c h a n g e s t h e r e i n t o b e r e f l e c t e d i n t h e s y s t e m . I n t h i s
c h a p t e r , i t i s a r g u e d t h a t U K w a s t h e d o m i n a n t A n g l o - A m e r i c a n n a t i o n i n t h e p e r i o d
b e f o r e t h e T w e n t i e t h C e n t u r y . L e g a l a n d e c o n o m i c i s s u e s w e r e t o i n t e r a c t w i t h
a c c o u n t i n g . A r g u a b l y t h e b a l a n c e w a s w i t h t h e f o r m e r , t h o u g h e c o n o m i c o n e s w e r e
g r o w i n g i n i m p o r t a n c e .
A s e c o n d w a s t h e i n f l u e n c e o f i d e a s f r o m t h e U S A , e s p e c i a l l y t h e r o l e o f m a r k e t
f o r c e s , t h e g r o w i n g d o m i n a n c e o f w h i c h w a s i n t e r t w i n e d w i t h t h e a l l e g e d
i n a d e q u a c i e s o f a c c o u n t i n g i n
( i ) u n e x p e c t e d c o r p o r a t e c o l l a p s e s , w h e t h e r o f a f r a u d u l e n t o r n e g l i g e n t t y p e ,
a n d
( i i ) i n f o r m a t i o n p r o v i d e d d u r i n g m e r g e r / t a k e o v e r d i s p u t e s .
T h e a r g u m e n t i n t h i s c h a p t e r i s b u i l t a r o u n d a t t e m p t s t o c o n t r o l l i m i t e d c o m p a n i e s , i n
p a r t i c u l a r w i t h i n t h e A n g l o - A m e r i c a n - A u s t r a l i a n s o c i o e c o n o m i c e n v i r o n m e n t a n d
i t e r a t i o n s w i t h t h e f u n c t i o n o f a n a c c o u n t i n g . I t i s c o n c l u d e d t h a t p r e c e d e n t s w i t h i n
U K e x p e r i e n c e s h a d l e g i t i m a t e l y i n f l u e n c e d t h e r e p o r t i n g o f l i a b i l i t i e s .
T h e a n a l y s i s i n t h i s c h a p t e r i s o f d e v e l o p m e n t s i n U K u n t i l t h e e n d o f t h e 1 9 t h
C e n t u r y . F i r s t , a b r i e f b a c k g r o u n d t o C G i s p r o v i d e d , e s p e c i a l l y a s i t i s s e e n a s c r i t i c a l
t o C h a m b e r s ' a r g u m e n t ( 2 . 2 ) . H e r e , r e p o r t i n g o f f i n a n c i a l d a t a i s a m o n i t o r o r c o n t r o l
d e v i c e a s w e l l a s a r e q u i s i t e f o r i n f o r m e d d e c i s i o n - m a k i n g b y p a r t i c u l a r s t a k e h o l d e r s .
N e x t , c o n d i t i o n s b e f o r e t h e e i g h t e e n t h c e n t u r y a r e d i s c u s s e d ( 2 . 3 ) . T h i s i s f o l l o w e d b y
t h e p e r i o d o f t h e 1 7 2 0 S o u t h S e a B u b b l e ( 2 . 4 ) , t h e p e r i o d a c e n t u r y l a t e r t o t h e 1 8 4 4
G l a d s t o n e C o m m i t t e e a n d i t s c o n t r i b u t i o n s ( 2 . 5 ) a n d t h e p e r i o d o f t h e e x c e s s e s o f t h e
l a t e 1 8 0 0 s ( 2 . 6 ) . F i n a l l y , a c o n c l u s i o n i s p r o v i d e d ( 2 . 7 ) .
2 . 2 A b r i e f h i s t o r y o f r e p o r t i n g i n c o r p o r a t e g o v e r n a n c e
C G i s p a r t o f a b r o a d e r o n e - g o v e r n a n c e . A s C h a t f i e l d ( 1 9 7 7 , p 3 ) a r g u e d , o b v i o u s
c o n n e c t i o n s e x i s t b e t w e e n i d e a s / c o n c e p t s a n d t h e c o n d i t i o n s w i t h i n w h i c h p e o p l e l i v e .
I n d e e d , h e c o n c l u d e d t h a t i n g e n e r a l , b o o k k e e p i n g m e t h o d s a n d r e l a t e d
a c c o u n t i n g / r e p o r t i n g b e c o m e m o r e e l a b o r a t e a s t h e l e v e l o f c i v i l i z a t i o n r i s e s . A
p a r t i c u l a r l e v e l o f c i v i l i z a t i o n w o u l d b e r e l a t e d t o a s t a t e o f g o v e r n a n c e f o u n d - t h e
w a y p e o p l e , t h i n g s a n d v a r i o u s r e l a t i o n s h i p s a r e c o n t r o l l e d . H e r e , t h e p a r t i c u l a r
i n t e r e s t i s t h e w a y i n w h i c h c o m p a n i e s a n d v a r i o u s i n t e r r e l a t i o n s h i p s a r e c o n t r o l l e d .
M a n y E n g l i s h w o r d s m a y b e t r a c e d b a c k t o G r e e k o r L a t i n . T h e t e r m ' g o v e r n a n c e ' i s
n o d i f f e r e n t , a s i t m a y b e t r a c e d t o a G r e e k t e r m u s e d i n a c o n t e x t o f n a v i g a t i o n . T h e
L a t i n d e r i v a t i v e o f g o v e r n a n c e i s ' g u b e r n a t o r ' , a t e r m r e l a t e d t o G r e e k h e l m s m e n o r
' k u b e r n e t e s ' w h o s t e e r e d o r d i r e c t e d t h e i r a n c i e n t s e a v e s s e l s . T o d a y o n e f i n d s
c y b e r n e t i c s - a s t u d y o f c o n t r o l a s a d i s c i p l i n e i n i t s o w n r i g h t . T h e t e r m h a s
a p p l i c a t i o n i n a c o n t e x t o f ' g o v e r n o r s ' Y i n p u b l i c c o m p a n i e s a n d i n s t i t u t i o n s l i k e
u n i v e r s i t i e s ( T r i c k e r , 1 9 8 4 , p 2 4 3 & 2 4 8 ) .
3 0 I n A u s t r a l i a , s o m e w o u l d q u i c k l y l i n k t h e t e r m ' g o v e r n o r ' t o a p o l i t i c a l m e a n i n g ( g o v e r n o r - g e n e r a l ) .
I t i s a l s o f o u n d i n s o c i a l ( o f a s c h o o l ) s e t t i n g s , e n g i n e e r i n g ( i n m a c h i n e s l i k e a i r - c o n d i t i o n e r s ) , l e g a l ( o f
a p r i s o n ) a n d m a n a g e m e n t ( a s a m o n i t o r ) s e n s e s .
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I n t h i s a n a l y s i s , f o c u s i s o n c o m p a n i e s l i s t e d o n a s t o c k e x c h a n g e ] I a n d t h e i r i n h e r e n t
' g o v e r n o r s ' . T h e s e c o n c e r n t h e r e l a t i o n s h i p s a m o n g t h e v a r i o u s s t a k e h o l d e r s i n
c o m p a n i e s w h o a r e m o s t i n t e r e s t e d i n t h e s t r a t e g i c d i r e c t i o n , p o s i t i o n a n d
p e r f o r m a n c e o f t h o s e c o m p a n i e s . H o w e v e r , t h e g o v e r n a n c e o f j o i n t s t o c k c o m p a n i e s
w a s t o b u i l d t e n s i o n s a m o n g v a r i o u s s t a k e h o l d e r s . V
A n e a r l y d e b a t e i n c o n t r o l b y g o v e r n m e n t w a s o f t h e r o l e o f ' p u b l i c i t y ' . ' F i n a n c i a l
r e p o r t i n g ' a s p a r t o f a c c o u n t a b i l i t y w a s d i s c u s s e d d u r i n g t i m e s o f c o m p a n y
p r o m o t i o n s , r e l a t e d s p e c u l a t i o n a n d f o l l o w i n g c o r p o r a t e f a i l u r e ( e s p e c i a l l y w h e n
u n e x p e c t e d ) - n o n e o f w h i c h i s n e w . ] 3 I n t h e 1 8 0 0 s , t h e e a r l y d a y s o f } o i n t s t o c k
c o m p a n i e s , U K i n f l u e n c e s i n t h e A n g l o - A m e r i c a n g r o u p w e r e p a r a m o u n t . '
H e r e i t i s a r g u e d t h a t f i n a n c i a l r e p o r t i n g i n g e n e r a l a n d f i n a n c i a l s t a t e m e n t s i n
p a r t i c u l a r a r e , u l t i m a t e l y , ' g o v e r n o r s ' o f c o m p a n i e s . T h e i n t e r n a l a n d e x t e r n a l a u d i t
p r o c e s s e s , a u d i t c o m m i t t e e s a n d B o a r d s o f D i r e c t o r s a r e o t h e r s . I n t h e d e v e l o p m e n t o f
a n d l a t e r a r g u m e n t o n h i s C o C o A , C h a m b e r s u s e d a n i n s t r u m e n t a t i o n a n a l o g y . I n
s p e c i f y i n g t h e d o m a i n o f a c c o u n t i n g , C h a m b e r s ( l 9 9 1 b , p 2 1 ) a s k e d r e a d e r s t o
c o n s i d e r
( a ) C a n t h e n a v i g a t o r o f a s h i p o r a n a i r c r a f t p r o c e e d s a f e l y w i t h o u t m o r e o r
l e s s e x a c t k n o w l e d g e o f p o s i t i o n f r o m t i m e t o t i m e ?
( b ) C a n o t h e r s h i p s o r a i r c r a f t i n t h e s a m e r e g i o n p r o c e e d s a f e l y w i t h o u t
k n o w l e d g e o f t h e p o s i t i o n s o f o n e a n o t h e r a t t h e s a m e t i m e ?
( c ) C a n t h e p o s i t i o n o f a s h i p o r a n a i r c r a f t s a f e l y b e s u p p o s e d t o b e
d e t e r m i n a b l e b y i d i o s y n c r a t i c c a l c u l a t i o n s o f i t s n a v i g a t o r o r h i s a i d e s ?
( d ) I s t h e a n a l o g y o f n a v i g a t i o n a n a p p r o p r i a t e a n a l o g y f o r t h e c o n d u c t o f t h e
f i n a n c i a l a f f a i r s o f f i r m s ?
H i s a n s w e r s ( l 9 9 1 b , p 1 8 3 ) r e a d r e s p e c t i v e l y N o , N o , N o a n d
T h e a n a l o g y i s f r u i t f u l . T h e r e a r e g o a l s o r e n d s t o b e a t t a i n e d , i n a c o n t i n u a l l y
c h a n g i n g e n v i r o n m e n t , w h e r e i m p e d i m e n t s o r h a z a r d s m a y a r i s e u n e x p e c t e d l y ,
a n d w h e r e t h e a v o i d a n c e o f m i s h a p d e p e n d s o n t h e e x e r c i s e o f f o r e s i g h t a n d
j u d g m e n t w i t h i n t h e b o u n d s o f w h a t i s c o n s i d e r e d s a f e o r s e r v i c e a b l e
f u n c t i o n i n g .
T h e i d e a s s e t t h e s c e n e i n v o l v i n g a r a n g e o f s t a k e h o l d e r s . A t o n e e x t r e m e ,
m a n a g e m e n t w o u l d s e e k s e l e c t e d d a t a t o b e r e p o r t e d t o w a r d s a t t a i n i n g g o a l s / e n d s
3 1 T o s o m e , f u n c t i o n s o f t h e s e e x c h a n g e s i n c l u d e t h e e s t a b l i s h m e n t o f a m a r k e t i n w h i c h i n v e s t o r s m a y
p r a c t i c e i n f o r m e d t r a d i n g i n s h a r e s a n d s t o c k s . N e y ( 1 9 7 0 , p 4 ) q u e s t i o n e d w h e t h e r t h i s w a s s o g i v e n
t h e m a n i p u l a t i o n ( p o t e n t i a l a n d a c t u a l ) b y m e m b e r s ( e s p e c i a l l y s p e c i a l i s t s i n U S A ) o f t h o s e e x c h a n g e s .
3 2 F o r i n s t a n c e , a t t h e b e g i n n i n g o f t h e t w e n t i e t h c e n t u r y , J a c k s o n ( 1 9 8 4 , p 2 1 8 ) w r i t e s o f t h e U S A
P r e s i d e n t T h e o d o r e R o o s e v e l t , " ' W h e n 1 b e c a m e P r e s i d e n t , " h e r e c a l l e d i n h i s a u t o b i o g r a p h y , " t h e
q u e s t i o n a s t o t h e m e t h o d b y w h i c h t h e U . S . G o v e r n m e n t w a s t o c o n t r o l t h e c o r p o r a t i o n s w a s n o t y e t
i m p o r t a n t . T h e a b s o l u t e l y v i t a l q u e s t i o n w a s w h e t h e r t h e G o v e r n m e n t h a d p o w e r t o c o n t r o l t h e m a t
a l l . ' " D e v e l o p m e n t s i n U S A a r e f u r t h e r d i s c u s s e d i n l a t e r s e c t i o n s .
3 3 V a l i a n c e , ( 1 9 5 5 , p I ) p o i n t s o u t t h a t s c h e m e s t o d e c e i v e h a v e p e r s i s t e d f r o m e a r l y b i b l i c a l t i m e s .
3 4 F o r e x a m p l e , m a n y l a w s a n d c u s t o m s i n U S A h a d t h e i r o r i g i n i n d e v e l o p m e n t s i n U K ( H e i n , 1 9 7 8 ,
p I ) . I n A u s t r a l i a , v a r i o u s l a w s w e r e i n g e n e r a l f a i t h f u l c o p i e s o f t h o s e i n U K , a s m i g h t b e e x p e c t e d
g i v e n c o l o n i a l t i e s ( E v a n s , 1 9 7 4 , p 6 3 ) .
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w h i l e a v o i d i n g h a z a r d s . A t t h e o t h e r e x t r e m e , s t a k e h o l d e r s e x t e r n a l t o a n e n t i t y w o u l d
r e q u i r e s e l e c t e d d a t a r e p o r t e d o n w h e t h e r p a r t i c u l a r g o a l s / e n d s w e r e a t t a i n e d i n o r d e r
t o i n c o r p o r a t e t h e r e s u l t i n t h e i r d e c i s i o n - m a k i n g .
C h a m b e r s ( l 9 9 1 b , p I 2 3 - 1 2 9 ) a l s o d i s c u s s e d t h e i n s t r u m e n t a t i o n r e q u i r e d . I n c l u d e d i s
a d i a g r a m h e a d e d ' F i n a n c i a l I n s t r u m e n t a t i o n ' ( C h a m b e r s e t a l , 1 9 8 7 , p I 7 ) . 1 t a p p e a r s
w i t h i n ' T h e C o n t e x t o f F i n a n c i a l C a l c u l a t i o n ' ( p 5 - 2 3 ) a n d l i k e m o s t o f C h a m b e r s '
w r i t i n g s , i n c l u d e s m a n y i n t e r r e l a t e d m a t t e r s .
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T h i s a r g u m e n t s u p p o r t s C h a m b e r s '
v i e w o f C o C o A a s ' a f i n a n c i a l i n s t r u m e n t a t i o n s y s t e m ' ( p 1 3 ) t o b e u s e d w i t h i n a C O
s y s t e m . T h e a r g u m e n t n o w m o v e s t o t h e e a r l y d a y s o f c o m p a n i e s i n U K .
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2 . 3 B e f o r e t h e e i g h t e e n t h c e n t u r y
I t m u s t b e s t r e s s e d h e r e ( r e c a l l 1 . 5 ) t h a t e m p h a s i s i s o n A n g l o - A m e r i c a n
d e v e l o p m e n t s . C o n s e q u e n t i a l l y , t h o s e i n o t h e r c o u n t r i e s ( e s p e c i a l l y E u r o p e a n ) a r e
o n l y b r i e f l y r e f e r e n c e d . T h i s i s n o t t o d e n y t h e i r p o s s i b l e i m p a c t b u t t h i s i s l e f t f o r
o t h e r r e s e a r c h e r a "
I n t h e f i f t h c e n t u r y , A u g u s t i n e o b s e r v e d t h a t t h o s e i n p o w e r i n t h e f r a g m e n t e d
t e r r i t o r i e s o f t h e R o m a n e m p i r e w e r e o f t e n u n a w a r e o f t h e l i n k b e t w e e n t h e i r
a p p l i c a t i o n o f p o w e r a n d a n ( o f t e n i m p l i c i t ) u n d e r l y i n g p h i l o s o p h y . " A u g u s t i n e
a r g u e d t h a t i n s t i t u t i o n s d e r i v e d p e r m a n e n c e , c o n t i n u i t y a n d s i g n i f i c a n c e f r o m t h e
u n d e r l y i n g p h i l o s o p h y r a t h e r t h a n f r o m t h e u s e o f p o w e r ( B e r l e , 1 9 5 4 ) . H e r e , t w o
d i s t i n c t b u t l i n k e d i d e a s a r e f o u n d ,
• a p p l i c a t i o n i n p r a c t i c e , a n d
• u n d e r l y i n g r e a s o n i n g o r p h i l o s o p h y .
D e b a t e s i n v o l v i n g t h e s e r e c u r c o n t i n u o u s l y i n t h i s s t u d y .
A u g u s t i n e w a s t o h e l p s e t a C h r i s t i a n - b a s e d p h i l o s o p h y w h i c h g a v e i m p e t u s a n d
d i r e c t i o n t o i n s t i t u t i o n s , i n c l u d i n g c o r p o r a t i o n s , w e l l i n t o t h e M i d d l e A g e s ( B e r l e ,
1 9 5 4 , 1 8 0 - 1 8 1 ) . I n d e e d , J u d e o - C h r i s t i a n v a l u e s a n d i d e a s w e r e t o p l a y k e y r o l e s i n
l e g a l a n d e c o n o m i c d e v e l o p m e n t s t o t h e p r e s e n t t i m e ( L i t t l e t o n , 1 9 3 3 , p 2 4 2 - 2 4 4 ) .
F r o m v a r i o u s a n e c d o t e s l i k e t h a t o f t h e t a l e n t s , " i d e a s e m e r g e . I n o n e , a n a r r o w
3 5 T h e s e h a v e b e e n s u c c i n c t l y s u m m a r i s e d b y W e s t ( 2 0 0 3 , p 2 ) , ' W h e n f u n c t i o n i n g a s p r o p e r l y
c a l i b r a t e d i n s t r u m e n t s , f i n a n c i a l s t a t e m e n t s d e s c r i b e i n m o n e y t e r m s t h e p o s i t i o n o f a n e n t i t y r e l a t i v e t o
i t s e x t e r n a l e n v i r o n m e n t a n d h o w t h a t r e l a t i o n s h i p h a s c h a n g e d o v e r a s p e c i f i e d p e r i o d o f t i m e . '
3 6 A r e l a t e d s t a t u t o r y l i n k w a s t h e i n f l u e n c e o f t h e U K t a x a t i o n s y s t e m w i t h i t s f o c u s o f i n c o m e a s a n e t
f l o w c o n c e p t b a s e d o n t r u s t l a w s c o n c e r n i n g t h e d i f f e r e n t i a t i o n b e t w e e n c o r p u s a n d r e m a i n d e r . T h i s
d i f f e r e n t i a t i o n b e t w e e n r e v e n u e a n d c a p i t a l g a i n s i m p a c t e d o n t h e d e v e l o p m e n t o f a c c o u n t i n g
p r i n c i p l e s , a n e f f e c t s o m e i n t h e p r o f e s s i o n f i n d d i f f i c u l t t o a b a n d o n e v e n t o d a y .
3 7 I n f a c t , M a t t e s s i c h ( 2 0 0 3 ) a n d K u p p e r & M a t t e s s i c h ( 2 0 0 5 ) h a v e r e c e n t l y i n t r o d u c e d h i s t o r i e s o f
G e r m a n y a c c o u n t i n g i n t o t h e A n g l e - A m e r i c a n l i t e r a t u r e . D e a n e t a l ( 1 9 9 0 ) a l s o d i s c u s s E u r o p e a n
d e v e l o p m e n t s i n a p r i c e - l e v e l a c c o u n t i n g s e t t i n g .
3 8 L i t t l e t o n ( 1 9 3 3 , p 1 6 ) s u g g e s t s a l a c k o f a p p r e c i a t i o n o f t h i s l i n k i n f l u e n c e d t h e d e c l i n e o f t h a t e m p i r e
a n d l e d t o t h e D a r k A g e s w h i c h f o l l o w e d .
3 9 I n t h i s p a r a b l e ( T h e H o l y B i b l e , M a t t h e w , 2 5 , 1 4 - 3 0 ) a m a s t e r h a s t h r e e s e r v a n t s . T o o n e , f i v e t a l e n t s
a r e g i v e n , t o a n o t h e r t w o a n d t o t h e t h i r d , o n e . A f t e r a s e t p e r i o d , t h e s e r v a n t s a r e c a l l e d t o a c c o u n t . T h e
f i r s t a n d s e c o n d , w e a r e t o l d , u s e t h e i r t a l e n t s a n d r e t u r n t h e f i v e t a l e n t s p l u s a n o t h e r f i v e a n d t w o
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a c c o u n t i n g ( a s p r o v i d e d b y t h e t h i r d s e r v a n t ) i s s u g g e s t e d - t h e r e t u r n s i m p l y o f t h e
o r i g i n a l s t a k e . H e r e , t h e r e p o r t w o u l d s i m p l y s t a t e t h e ' p o s i t i o n ' o f o n e t a l e n t , p e r h a p s
w h e r e i t w a s s t o r e d a n d i t s e v e n t u a l r e t u r n . I n a n o t h e r , a b r o a d e r a c c o u n t i n g i s s o u g h t .
T h e s t e w a r d i s a c c o u n t a b l e f o r b o t h t h e o r i g i n a l ' s t a k e ' a n d u s e m a d e o f t h e o r i g i n a l
' s t a k e ' . T h u s t h e a c c o u n t i n g i n c l u d e s
• t h e o r i g i n a l p o s i t i o n s t a t e m e n t ,
• a n o t h e r a t t h e e n d o f a g i v e n p e r i o d o f t i m e a n d f r o m t h e s e t w o s t a t e m e n t s ,
• a c h a n g e i n p o s i t i o n s t a t e m e n t o v e r t h a t p e r i o d i s d e d u c e d , a p e r f o r m a n c e
s t a t e m e n t .
D e p e n d i n g o n w h e t h e r a n a c c r u a l o r a c a s h a p p r o a c h i s t a k e n i n t h e d e v e l o p m e n t o f
t h e p o s i t i o n s t a t e m e n t , t h e p e r f o r m a n c e s t a t e m e n t w i l l b e o f a p r o f i t / l o s s o r o f a c a s h
s u r p l u s / d e f i c i t t y p e .
I n U K b y t h e 1 3
t h
C e n t u r y , t h e r e l a t i o n s h i p s a m o n g n o b i l i t y - s t e w a r d - a u d i t o r w e r e
w e l l e s t a b l i s h e d i n a c c o u n t i n g f o r t h e m a n o r ( L i t t l e t o n , 1 9 3 3 , p 2 6 2 ; M o s t , 1 9 6 9 ;
C h a t f i e l d , 1 9 7 7 , p 2 4 - 2 9 ) . T h e m a n o r b e i n g s e l f - s u f f i c i e n t , a n a r r o w s t e w a r d s h i p o r
a g e n c y r e l a t i o n s h i p s u f f i c e d . A c c o u n t s w e r e k e p t b y v a r i o u s o f f i c e r s a s p r o t e c t i v e
d e v i c e s t o s u p p o r t t h e i r r e p o r t a n d p o t e n t i a l a u d i t t h e r e o f . E v e n t h i s n a r r o w
s t e w a r d s h i p r e l a t i o n s h i p r e q u i r e d s e t s k i l l s ( C h a m b e r s , 1 9 7 3 , p 2 1 ; 1 9 9 9 , p I 2 6 - 1 2 7 ) .
I n d e e d , a f a r m i n g b o o m c r e a t e d a d e a r t h o f c l e r k s a n d a u d i t o r s f o r m a n o r s , l e a d i n g t o
s e t c o u r s e s b e i n g p a r t o f t h e c u r r i c u l u m a t O x f o r d ( C h a t f i e l d , 1 9 7 7 , p 2 8 ) . T h e s e s k i l l s
w o u l d b e b r o a d e n e d a n d r e f i n e d b y l a t e r d e v e l o p m e n t s s u c h a s j o i n t - s t o c k c o m p a n i e s
a n d l i m i t e d l i a b i l i t y ( L i t t l e t o n , 1 9 3 3 , p 2 8 8 ) .
T h e e n d o f t h e C r u s a d e s ( l 0 9 6 - 1 2 9 1 ) i n t r o d u c e d n e w p r o d u c t s a n d t r a d e c o n t a c t s .
T h e s e i n t u r n l e d t o a 3 0 0 - y e a r c o m m e r c i a V f i n a n c i a l r e v o l u t i o n i n E u r o p e ( L i t t l e t o n ,
1 9 3 3 , p I 7 - 1 8 , p 1 5 8 , p 3 6 2 ) . I t w o u l d b e s e e n b y s o m e t o f o r e s h a d o w t h e I n d u s t r i a l
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t h
C e n t u r y ( C h a t f i e l d , 1 9 7 7 , p 3 3 ) . C o m m e r c i a l v e n t u r e s
d e v e l o p e d i n t o a f f a i r s w i t h m u l t i p l e o w n e r s h i p a n d t r a d i n g t r a n s a c t i o n s c a r r i e d o u t
o f t e n b y a g e n t s . I n v e s t o r s ' n e e d o f a d e t e r m i n a t i o n o f t h e v e n t u r e ' s r e s u l t s i n t u r n
r e q u i r e d a n a c c u r a t e r e c o r d i n g ( G o l d b e r g , 1 9 4 9 , P a r t 1 1 ) , o n e e m p h a s i s i n g b o t h
p o s i t i o n a n d p e r f o r m a n c e .
A t l e a s t a s e a r l y a s t h e 1 5
t h
C e n t u r y a d e v i c e w a s f o l l o w e d i n U K w h e r e b y p r o m o t e r s
d i s t r i b u t e d s t o c k i n a n e n t e r p r i s e r u n b y a B o a r d o f M a n a g e r s . T h i s f o r e s h a d o w e d a
p r o c e s s o f s o c i a l a n d e c o n o m i c c h a n g e w h i c h w o u l d c o n t i n u e w e l l i n t o t h e 2 0
t h
C e n t u r y - t h e j o i n t s t o c k c o r p o r a t i o n ( L i t t l e t o n , 1 9 3 3 , p x - x i , p 2 0 5 ; B e r l e , 1 9 5 4 , p 3 0 ;
L e e , 1 9 7 6 , p 2 3 ; C h a m b e r s , 1 9 9 9 , p 1 2 9 ; F l e s h e r e t a l , 2 0 0 5 , p 2 4 ) . H i s t o r i c a l l y ,
i n c o r p o r a t i o n r e q u i r e d t h e n e c e s s a r y s a n c t i o n o f t h e s t a t e , u s u a l l y b y R o y a l c h a r t e r o r
b y s p e c i a l A c t o f P a r l i a m e n t . 4 0
t a l e n t s p l u s a n o t h e r t w o r e s p e c t i v e l y . T h e t h i r d , h o w e v e r , s i m p l y b u r i e s h i s . H e r e c o v e r s i t a n d r e t u r n s
t h e s i n g l e t a l e n t T h e f i r s t t w o g o o n t o b i g g e r a n d b e t t e r t h i n g s . T h e o t h e r i s o f c o u r s e c r i t i c i s e d .
4 0 S o m e f o r m e d f r o m 1 4 8 5 t o 1 7 0 0 w e r e o f t h e f o r m e r a n d m o r e o f t e n t h a n n o t i n c l u d e d a n e l e m e n t o f
m o n o p o l y , e s p e c i a l l y i n c a s e s w h e r e t h e v e n t u r e r e q u i r e d a l a r g e i n i t i a l i n v e s t m e n t . T h e y i n c l u d e d t h e
R u s s i a C o m p a n y ( 1 5 5 5 ) w i t h a m o n o p o l y i n l u m b e r , t h e E a s t I n d i a C o m p a n y ( 1 6 0 0 ) i n s p i c e s a n d t h e
H u d s o n ' s B a y C o m p a n y ( 1 6 7 0 ) i n f u r s . A f t e r 1 6 8 8 , s u c h c h a r t e r s r e q u i r e d t h e s a n c t i o n o f t h e
L e g i s l a t u r e . A s w e l l , c h a r t e r s o r e q u i v a l e n t l e t t e r s p a t e n t w e r e g r a n t e d f o r a s p e c i a l s t a t u t o r y a u t h o r i t y
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P a r l i a m e n t a t f i r s t f o u n d t h e j o i n t s t o c k c o m p a n y a n e a s y w a y t o r e g u l a t e a n d t a x
a c t i v i t i e s . T h e s e w e r e v e r y s i m i l a r t o p a r t n e r s h i p s a s u s u a l l y u n l i m i t e d l i a b i l i t y w a s
i m p o s e d , t h o u g h t r a n s f e r a b l e s h a r e s w e r e p o s s i b l e . I n s o m e c a s e s , l i m i t a t i o n w a s
p l a c e d o n t h e l i a b i l i t y o f s h a r e h o l d e r s ( C h a t f i e l d , 1 9 7 7 , p 7 9 ) , a p r a c t i c e f o u n d i n
v a r i o u s c o u n t r i e s ( L i t t l e t o n , 1 9 3 3 , p 2 4 7 - 2 4 8 ) . 4 t
D u r i n g t h e 1 7
t h
C e n t u r y , t h e c e n t r e o f e c o n o m i c ( a n d a r g u a b l y s o c i a l ) l i f e m o v e d
f r o m m a n o r s t o t o w n s ( L i t t l e t o n , 1 9 3 3 , p 2 0 7 ) . C o m m e r c i a l a d v a n t a g e s f l o w i n g f r o m
a n d i n c i d e n t t o i n c o r p o r a t i o n w e r e b e c o m i n g c l e a r . T h e s e i n c l u d e d
• c o n t i n u i t y ,
• m a n a g e m e n t i n d e p e n d e n t o f o t h e r m e m b e r s ,
• e a s e o f l e g a l a c t i o n s a g a i n s t t h i r d p a r t i e s o r a g a i n s t m e m b e r s ,
• t r a n s f e r a b l e s h a r e s , a n d
• d i s t i n c t l i a b i l i t y f o r t h e d e b t s o f a c o r p o r a t i o n ( H u n t , 1 9 3 6 , p 3 ) .
C o m p e t i t i o n a m o n g m a n u f a c t u r e r s a r o s e a n d o v e r s e a s t r a d e e x t e n d e d ( C h a t f i e l d ,
1 9 7 7 , p 3 3 ) .
A c c o u n t i n g r e p o r t s t h e r e f o r e h a d t o d e a l w i t h v a r i o u s i s s u e s . T h e c o n t i n u i n g n a t u r e
o f t h e c o r p o r a t i o n r e q u i r e d d a t a d e a l i n g w i t h i s s u e s l i k e
• p e r m a n e n t c a p i t a l ,
• a d i s t i n c t i o n b e t w e e n c a p i t a l a n d i n c o m e i f t h e m o n i e s i n v e s t e d i n t h e e n t i t y
w e r e t o b e m a i n t a i n e d , a n d
• t h e i n c o m e a v a i l a b l e f o r d i v i d e n d d i s t r i b u t i o n s ( L i t t l e t o n , 1 9 3 3 , p 2 0 6 ) .
T h e s e i s s u e s w e r e d i s c u s s e d a l s o i n a c o n t e x t o f a t r a n s f o r m a t i o n o f v e n t u r e s f r o m
b e i n g s p e c u l a t i v e t o i n v e s t m e n t - f o r - s t e a d y - r e t u r n s . f
W h i l e b y 1 7 0 0 t h e a d v a n t a g e s o f t h e j o i n t s t o c k c o m p a n y ( a s a v a l u a b l e t o o l
e s p e c i a l l y i n t h e p r o m o t i o n o f n e w i n d u s t r i e s a n d f o r t h e m o b i l i z a t i o n o f i n v e s t m e n t
f u n d s ) h a d b e e n r e c o g n i z e d , i t h a d a l s o b e c o m e c l e a r t h a t i t m i g h t b e u s e d t o d e f r a u d
i n v e s t o r s a n d e n c o u r a g e w i l d s p e c u l a t i o n 4 3 o r g a m b l i n g i n s h a r e s ( H u n t , 1 9 3 6 , p 6 ;
H e i n , 1 9 7 8 , p 1 1 5 - 1 1 6 ) . T h e n e e d f o r s o m e p r o t e c t i o n w o u l d e m e r g e .
l i k e t h e B a n k o f E n g l a n d ( 1 6 9 4 ) w i t h i t s v i t a l n a t i o n a l i n t e r e s t s a n d t h e L o n d o n A s s u r a n c e ( 1 7 2 0 )
( H u n t , 1 9 3 6 , p 4 - 5 ; H e i n , 1 9 7 8 , p l 1 3 - 1 1 5 ) .
4 1 H e i n ( 1 9 7 8 , p 9 6 - 9 7 ) c o m p l e t e s t h e s a g a t h u s , ' T h e g r e a t c h a r t e r e d c o m p a n i e s w e r e g r a d u a l l y f o r c e d
t o g i v e u p t h e i r m o n o p o l i e s . T h e l a s t t o d o s o w a s t h e H u d s o n ' s B a y C o m p a n y i n 1 8 6 8 . . . S i n c e 1 6 8 8 ,
t h e r i g h t t o g r a n t m o n o p o l i s t i c p o w e r h a s b e e n r e s e r v e d t o P a r l i a m e n t . . . a n d i n m o r e m o d e r n t i m e s
t h i s r i g h t ( o t h e r t h a n p a t e n t s t o i n v e n t o r s ) h a s b e e n g r a n t e d o n l y t o " n a t u r a l m o n o p o l i e s , " n o r m a l l y t h e
s o - c a l l e d p u b l i c u t i l i t i e s . '
4 2 L i t t l e t o n ( 1 9 3 3 , p 2 0 1 - 2 1 3 ) u s e s t h e e x p e r i e n c e s o f t h e E a s t I n d i a C o m p a n y a s e v i d e n c e , i n c l u d i n g a n
a s i d e o n ' p e r m a n e n t c a p i t a l ' .
4 3 G o w e r ( 1 9 5 7 , p 3 6 ) ; a l s o N e y ( 1 9 7 0 , p 2 4 5 - 8 ) r e f e r s t o U K - E u r o p e a n a t t e m p t s t o l e g i s l a t e a g a i n s t
s p e c u l a t i o n f o r s o m e 3 0 0 y e a r s . S i m i l a r t e n s i o n s w e r e t o c o n t i n u e t o p r e s e n t t i m e s .
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F u r t h e r d e v e l o p m e n t o f m e r c a n t i l i s m d r e w o n b o t h e c o n o m i c a n d s o c i a l m a t t e r s .
G o a l s i n c l u d e d a n i n c r e a s e i n t h e n a t i o n a l w e a l t h a n d t h e e s t a b l i s h m e n t o f a s t r o n g
b u s i n e s s c o m m u n i t y . T h e c o r p o r a t i o n w a s t o b e c o m e a p r e f e r r e d t y p e o f b u s i n e s s
f o r m a n d r e l a t e d p r o f i t s w e r e s e e n a s a s o u r c e o f b o t h p e r s o n a l a n d p u b l i c g o o d .
H o w e v e r , a s t h e s e r e q u i r e d m o n o p o l y p o w e r s b o t h i n t h e o r y a n d i n a p p l i c a t i o n
( C h a t f i e l d , 1 9 7 7 , p 7 8 ; H e i n , 1 9 7 8 , p 9 4 - 9 5 ) , i s s u e s o f c o n t r o l w e r e r a i s e d i n c l u d i n g t o
w h i c h p a r t i e s t h o s e c o r p o r a t i o n s w e r e a c c o u n t a b l e .
U K w a s a k e y p l a y e r i n i n t e r n a t i o n a l s t r u g g l e s f o r e c o n o m i c p o w e r b a s e d o n o v e r s e a s
c o m m e r c e a n d , a b o v e a l l , c o l o n i e s . N a t i o n a l w e a l t h a n d w e l l - b e i n g w e r e d e p e n d e n t
o n m o n o p o l i e s i n t r a d e a n d t r e a s u r e f r o m d i s t a n t l a n d s . F o r s o c i a l h o n o u r s , m o n e y
b e g u n t o v i e w i t h l a n d , a s w e a l t h w a s t o o r i g i n a t e f r o m t r a d i n g a c t i v i t i e s ( L i t t l e t o n ,
1 9 3 3 , p 1 5 5 ) . A r g u a b l y t h e c r e a t i o n o f a n a c q u i s i t i v e s o c i e t y w a s a t h a n d . H o w e v e r ,
b e l o w t h e s c e n e l a y r e a l e c o n o m i c p r o b l e m s . W a r s c o s t l y t o U K a n d F r a n c e s a w b o t h
E x c h e q u e r s i n f i n a n c i a l d i f f i c u l t y . A l t h o u g h t h e B a n k o f E n g l a n d h a d b e e n
e s t a b l i s h e d , t h e i s s u e o f n o t e s w a s s t r i c t l y c i r c u m s c r i b e d b y t h e a m o u n t o f b u l l i o n
o w n e d b y o r d e p o s i t e d w i t h t h e b a n k .
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C r e d i t h a d n o t y e t b e e n d e v e l o p e d e f f e c t i v e l y
a s p a r t o f t h e e c o n o m i c s y s t e m ( V a l i a n c e , 1 9 5 5 , p l l - 1 2 ; G l e e s o n , 1 9 9 9 ) .
T h e y e a r 1 6 9 0 w a s t h e b e g i n n i n g o f s o m e t h i r t y y e a r s o f f i n a n c i a l s p e c u l a t i o n s . I n
P a r l i a m e n t , a l a r m w a s r a i s e d o n t h e e f f e c t s o n n a t i o n a l t r a d e . A r e p o r t f r o m a n
I n v e s t i g a t o r y C o m m i s s i o n i n 1 6 9 7 i n d i c a t e d a d u a l g o a l - p r o t e c t i o n o f i n v e s t o r s f r o m
f r a u d a n d t h e e n c o u r a g e m e n t o f i n v e s t m e n t i n n e w , l e g i t i m a t e b u s i n e s s ( H a w k i n s ,
1 9 6 2 , p 3 - 4 ) . T h i s w o u l d t a k e t h e a r g u m e n t i n t o t h e n e x t c e n t u r y a n d , u l t i m a t e l y , t h e
r i s e a n d c o l l a p s e o f t h e s h a r e s i n S o u t h S e a a n d o t h e r ' b u b b l e ' c o m p a n i e s .
2 . 3 . 1 T h e U S A s c e n e
B a x t e r ( 1 9 5 6 , p 2 7 2 - 2 7 3 ) p a i n t s a s c e n e i n c o l o n i a l U S A w h e r e b a r t e r w a s c o m m o n a s
U K f o r b a d e i t s c o l o n i e s a l o c a l c o i n a g e . V a r i o u s t y p e s o f p a p e r n o t e s w e r e e x c h a n g e d
b a s e d f o r e x a m p l e o n t o b a c c o i n V i r g i n i a o r l a n d a n d s i l v e r i n M a s s a c h u s e t t s . W h i l e
U K a n d o t h e r E u r o p e a n l i n k s a n d i d e a s c i r c u l a t e d , t r a d i n g e n t i t i e s h a d n e i t h e r t a x
r e q u i r e m e n t s n o r o t h e r r e a s o n s t o c a l c u l a t e a p r o f i t f i g u r e ( B a x t e r , 1 9 5 6 , p 2 7 9 - 2 8 0 ;
P a r k e r , 1 9 8 2 a , p l 3 9 ) . 4 5
S o b e l ( 1 9 6 5 , p 1 - l 3 ) i n h i s h i s t o r y o f t h e N e w Y o r k S t o c k E x c h a n g e ( N Y S E ) a l s o
d i s c u s s e s t h e b a c k g r o u n d U S A i n h e r i t e d f r o m U K a n d E u r o p e . T h e v a r i o u s w a v e s o f
s p e c u l a t i o n , f r o m t h e t u l i p m a r k e t c r a z e , p a n i c a n d c o l l a p s e i n t h e N e t h e r l a n d s i n t h e
e a r l y 1 7 t h C e n t u r y , t h r o u g h t h e F r e n c h e x p e r i e n c e s u r r o u n d i n g J o h n L a w ' s L o u i s i a n a
C o m p a n y " t o t h e S o u t h S e a C o m p a n y a n d t h e i r e a r l y 1 8
t h
C e n t u r y c o n t e m p o r a r i e s .
4 4 T h i s w a s t e r m e d ' g o l d s m i t h b a n k i n g ' ( V a l i a n c e , 1 9 5 5 , p I 4 ) . T h e h i s t o r y o f t h e c o n c e p t i n U K i s
t r a c e d a n d d i s c u s s e d b y S h e l t o n ( \ 9 5 6 , p 2 4 7 - 2 5 4 ) .
4 5 H o w e v e r , F l e s h e r e t a l ( 2 0 0 5 , p 2 2 ) l a m e n t t h a t v a r i o u s w r i t e r s p r e s u m e t h a t i n U S A , l i t t l e h a p p e n e d
( e s p e c i a l l y r e g a r d i n g a u d i t i n g ) p r i o r t o U K a c c o u n t a n t s / a u d i t o r s a r r i v i n g d u r i n g t h e p o s t - C i v i l W a r
m a n u f a c t u r i n g r e v o l u t i o n . T h e y q u e s t i o n t h a t p r e s u m p t i o n a n d t r a c e t h e u s e o f a c c o u n t i n g ( a n d r e l a t e d
a u d i t i n g ) f r o m t h e e a r l y 1 6 0 0 s o f t h e P i l g r i m s a n d t h e P u r i t a n s .
4 6 T h e ' M i s s i s s i p p i B u b b l e ' b u r s t i n 1 7 2 0 , a f f e c t i n g t h e L o u i s i a n a C o m p a n y o f J o h n L a w w h o i s m e t
a g a i n i n 2 . 4 ( G l e e s o n , 1 9 9 9 , p I 4 9 - l 6 2 ) .
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E u r o p e a n i n v e s t o r s i n g e n e r a l a n d U K i n v e s t o r s i n p a r t i c u l a r i n v e s t e d w o r l d - w i d e ,
i n c l u d i n g U S A .
2 . 3 . 2 A c c o u n t i n g i n t e r a c t i o n s
D u r i n g t h i s p e r i o d w i t h i n t h e t h e n s o c i a l a n d e c o n o m i c f r a m e w o r k s , a c c o u n t i n g w a s
i n i t i a l l y u s e d a s a c o n t r o l d e v i c e . " H o w e v e r , a m a j o r i n t e r a c t i o n w a s P a c i o l i ' s w r i t e
u p o f d o u b l e - e n t r y b o o k k e e p i n g . l " C r o s b y ( 1 9 9 7 , p 1 9 9 - 2 2 3 ) r a t e s t h i s a s o n e o f t h e
r e a s o n s f o r d e v e l o p m e n t s i n t h e R e n a i s s a n c e p e r i o d , t h e r i s e i n s t a t u s o f W e s t e r n
c i v i l i s a t i o n a n d i t s d o m i n a n c e i n t r a d e ( b o t h n a t i o n a l a n d i n t e r n a t i o n a l ) i n l a t e r t i m e s .
T h e i m p o r t a n c e o f d o u b l e - e n t r y w a s t h a t i t t r a n s f o r m e d b o o k k e e p i n g i n t o a
t e c h n o l o g y ( L i t t l e t o n , 1 9 3 3 , p 1 5 6 - 1 5 7 ) w h i c h w o u l d l a t e r s e e i n s t i t u t i o n a l t e n s i o n s
c r e a t e d o f a p r o f e s s i o n a l t y p e . O f c o u r s e , a s w i t h m o s t h i s t o r i e s , n o t e v e r y o n e s h a r e d
t h i s v i e w a n d d e b a t e c o n t i n u e s ( Y a m e y , 2 0 0 5 ; D e a n e t a l , 2 0 0 5 ) .
A t t h e s a m e t i m e , i n f o r m a t i o n t e n s i o n s o v e r l a p p e d a s t h e ' b a l a n c e a c c o u n t ' ( w h i c h
h a d b e e n s e e n a s a b o o k k e e p i n g c o n t r o l ) e v o l v e d i n t o a ' b a l a n c e s h e e t ' ( C h a t f i e l d ,
1 9 7 7 , p 6 8 - 6 9 ) . T h i s o c c u r r e d i n E u r o p e ( e s p e c i a l l y I t a l y , G e r m a n y a n d F r a n c e ) i n
r e s p o n s e t o t h e l e v y o f p r o p e r t y t a x e s , p o t e n t i a l b a n k r u p t c y p r o c e e d i n g s a n d i s s u e s
r e l a t e d t o p a r t n e r s h i p s . A s r e g a r d s t h i s s t u d y , a m a j o r i m p e t u s w a s p r o v i d e d b y t h e
a p p e a r a n c e o f t h e j o i n t s t o c k c o m p a n y . B o t h c r e d i t o r s a n d s h a r e h o l d e r s w e r e t o
d e m a n d i n f o r m a t i o n i n t h e f o r m o f a r e p o r t o f t h e c a p i t a l i n v e s t e d a n d p r o f i t
d e t e r m i n e d ( H u n t , 1 9 3 6 ; G o l d b e r g , 1 9 4 9 , P a r t I I ; C h a m b e r s , 1 9 7 3 ) .
U n t i l t h i s s t a g e , p e r i o d i c c a l c u l a t i o n s o f a f i r m ' s p r o f i t w e r e o f l i t t l e i n t e r e s t t o o w n e r s
c l o s e l y c o n c e r n e d w i t h t h e f i r m ' s o p e r a t i o n s ( Y a m e y , 1 9 7 9 , p 2 3 1 ) . 4 9 D i s t i n c t i o n
b e t w e e n c a p i t a l a n d i n c o m e i n t r o d u c e d i n t o a c c o u n t i n g t h o u g h t t h e e c o n o m i c n o t i o n
o f ' c a p i t a l ' a s s e t s . C o n s e q u e n c e s f o l l o w e d f o r t h e c a l c u l a t i o n o f i n c o m e ( L i t t l e t o n ,
1 9 3 3 , p 2 1 3 ) . A c c o u n t i n g p r o b l e m s a r o s e a s p a r t i c u l a r s t a t u t e s w o u l d n o t d e f i n e
' i n c o m e ' . A s e r i e s o f l e g a l c o u r t d e c i s i o n s w e r e r e q u i r e d t o r e s o l v e t h e s e p r o b l e m s ,
l e a d i n g t o a s e r i e s o f c o n v e n t i o n s w h i c h w o u l d i n f l u e n c e i n f o r m a t i o n t e n s i o n s m e t
i n l a t e r s e c t i o n s o f t h i s s t u d y .
2 . 3 . 3 R e p o r t i n g o f l i a b i l i t i e s
A s r e g a r d s i s s u e s o f d e f i n i t i o n , r e f e r e n c e m a y b e m a d e t o t h e d e v e l o p m e n t s i n ' l e g a l
l i a b i l i t y ' , i n c l u d i n g t h e l a w o f p r o m i s e s , d e b t s , n o t e s , f o r t a x a t i o n a n d p l e d g e t y p e
b o r r o w i n g ( P l u c k n e t t , 1 9 5 6 , p 1 7 - 1 8 , p 3 0 , p 5 8 , p 9 6 & p 9 7 r e s p e c t i v e l y ) . S i m i l a r i d e a s
a r e f o u n d i n C r i v e l l i ' s ( 1 9 2 4 ) t r a n s l a t i o n o f P a c i o l i ' s t r e a t i s e . A l t h o u g h t h e t e r m
4 7 F o r i n s t a n c e , t h e p r i n c i p a l c o n t r o l p l a c e d o n t h e s h e r i f f w a s a n a n n u a l a c c o u n t i n g a t t h e E x c h e q u e r
( G o l d b e r g , 1 9 4 9 , P a r t I ; P l u c k n e t t , 1 9 5 6 , p I 0 2 ) .
4 8 L i t t l e t o n ( 1 9 3 3 , p 6 3 - 7 6 ) r e f e r s t o e x t r a c t s f r o m t h e G e i j s b e e k ( 1 9 1 4 ) t r a n s l a t i o n . E l s e w h e r e i n t h i s
s t u d y t h e C r i v e l l i ( I 9 2 4 ) t r a n s l a t i o n i s c i t e d .
4 9 Y a m e y ( 1 9 7 9 , p 2 3 3 - 2 3 4 ) w r i t e s , ' T h e c a l c u l a t i o n o f p e r i o d i c p r o f i t s w a s s u b o r d i n a t e d t o t h e n e e d t o
h a v e c o m p l e t e i n f o r m a t i o n i n t h e l e d g e r , e v e n w h e r e t h i s i n v o l v e d a n o b v i o u s o v e r - s t a t e m e n t o f p r o f i t s
a n d o f t h e ' v a l u e ' o f t h e a s s e t i n q u e s t i o n . . . . T h e p r o f i t - a n d - l o s s a c c o u n t i n e a r l y a c c o u n t i n g s e e m s t o
h a v e b e e n t h e r a g - b a g i n t o w h i c h u n w a n t e d a c c o u n t b a l a n c e s w e r e c l e a r e d , e i t h e r a t r e g u l a r i n t e r v a l s o r
i r r e g u l a r l y a t t h e w h i m o f t h e a c c o u n t a n t , o r w h e n p a r t i c u l a r a c c o u n t s o r t h e l e d g e r i t s e l f w a s f u l l . T h e
c l e a r i n g p r o c e s s r e l i e v e d t h e l e d g e o f m a n y a c c o u n t s , t h e c o n t e n t s o r b a l a n c e s o f w h i c h w e r e n o l o n g e r
o f a d m i n i s t r a t i v e i n t e r e s t t o t h e a c c o u n t a n t o r o w n e r . T h i s l e f t t h e a c c o u n t s o f a s s e t s a n d l i a b i l i t i e s i n
t h e l e d g e r , s i n c e t h e s e w e r e n e c e s s a r y f o r a d m i n i s t r a t i o n a n d c o n t r o l . '
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' l i a b i l i t y ' i s n o t u s e d i n t h e t r a n s l a t i o n , i n f e r e n c e s a s t o d e f i n i t i o n b y i l l u s t r a t i o n o r
e x a m p l e a r e p o s s i b l e f r o m s e v e r a l p a s s a g e s .
I t i s s t a t e d ( C r i v e l l i , C h a p t e r 1 ) t h a t t o b e s u c c e s s f u l i n b u s i n e s s , o n e m u s t h a v e a c c e s s
t o c a s h d i r e c t l y o r i n d i r e c t l y t h r o u g h c r e d i t . T h e u s e o f a n o t h e r ' s m o n e y o r g o o d s t o
e s t a b l i s h a b u s i n e s s i s r e c o g n i s e d , b u t t h e t e r m ' l i a b i l i t y ' i s n o t u s e d t o d e s c r i b e
r e l a t i o n s h i p s .
T h e t r e a t i s e s t a t e s t h e r u l e s r e q u i r e d t o r e c o r d c e r t a i n a s p e c t s o f s p e c i f i e d
i n t e r p e r s o n a l r e l a t i o n s h i p s . R e l a t i o n s h i p s o f c o n c e r n t o l i a b i l i t i e s i n c l u d e
( a ) p e r s o n s t o w h o m t h e t e r m ' c r e d i t o r ' i s a p p l i e d ;
( b ) c e r t a i n p e r s o n s f r o m w h o m g o o d s a r e p u r c h a s e d o n t e r m s o r t i m e p a y m e n t ;
( c ) w i t h c e r t a i n p u b l i c o f f i c e s ;
( d ) ' f r i e n d s ' w h o l e n d c a s h ;
( e ) ' f r i e n d s ' w h o l e n d s p e c i f i c g o o d s ;
( f ) ' f r i e n d s ' t o w h o m a p r o m i s e i s m a d e , a n o b l i g a t i o n i s o w e d o r a s e c u r i t y i s
o f f e r e d ;
( g ) p e r s o n s w i t h w h o m c o n d i t i o n a l d e a l i n g s a r e m a d e ;
( h ) p e r s o n s f r o m w h o m g o o d s a r e p u r c h a s e d ' o n t i m e ' ;
( i ) ' t r a v e l l e r s ' t o w h o m g o o d s a r e a d v a n c e d , a n d .
G ) p e r s o n s t o w h o m a n o b l i g a t i o n i s o w e d .
T h e s e i l l u s t r a t i o n s d e s c r i b e i n s t a n c e s i n w h i c h a l i a b i l i t y w o u l d e x i s t . R e l a t i o n s h i p s
l i k e t h e s e w o u l d b e u s e d i n c o m m o n l a w c o u r t s . i "
W h i l e t h e i d e a o f c r e d i t i n c o m m e r c e a n d t h e r u l e s f o r r e c o r d i n g w e r e w e l l e s t a b l i s h e d
( L i t t l e t o n , 1 9 3 3 , p 1 3 - 1 4 ) , t h e r e w e r e o n l y l i m i t e d u s e s o f t h e i d e a i n r e p o r t i n g . L o a n s ,
a p a r t i c u l a r l i a b i l i t y , w e r e u s u a l l y p l e d g e d a g a i n s t p a r t i c u l a r a s s e t s ( C r i v e l l i , p I 9 ) ,
b i l l s o f e x c h a n g e a m o n g t r a d i n g f i r m s a n d b a n k e x c h a n g e d e a l i n g s w e r e u s e d i n t r a d e
a n d p e r s o n a l l y ( p 1 9 - 2 0 , p 2 9 - 3 2 , p i 5 5 ) . A d i s t i n c t i o n w a s f o u n d b e t w e e n l e g a l a n d
m o r a l o b l i g a t i o n s ( P 3 2 ) .
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2 . 4 T h e S o u t h S e a C o m p a n y , t h e ' B u b b l e ' a n d i t s a f t e r m a t h
A r g u a b l y t h e m o s t n o t o r i o u s o f c h a r t e r e d c o m p a n i e s w a s t h e S o u t h S e a C o m p a n y . I t s
c o l l a p s e a n d r e l a t e d l a r g e f i n a n c i a l l o s s e s t o v a r i o u s s t a k e h o l d e r s l e d t o t h e B u b b l e
A c t o f 1 7 2 0 , t h u s m a k i n g u n i n c o r p o r a t e d j o i n t - s t o c k c o m p a n i e s b a s i c a l l y i l l e g a l
( G o w e r , 1 9 5 7 , p 2 9 - 3 0 ; C a r s w e l l , 1 9 6 0 , p 2 6 9 - 2 7 0 ; W a n l e s s , 1 9 7 1 , p 1 2 - 1 5 ; H e i n ,
1 9 7 8 , p l O O ) .
A n a m e o f i m p o r t h e r e i s t h a t o f J o h n L a w ( G l e e s o n , 1 9 9 9 ) - b r i e f l y m e n t i o n e d i n
2 . 3 . 1 . H e w a s a t a l e n t e d m a t h e m a t i c i a n w i t h s o m e k n o w l e d g e o f ' g o l d s m i t h b a n k i n g ' .
I n l i n e w i t h t h e s o c i a l m o r e s o f t h e t i m e s , h e a l s o h a d a t a s t e f o r g a m b l i n g a n d
s o A r g u a b l y , t h e f o u n d a t i o n o f m o d e m c o m m e r c i a l l a w w a s t h e s e c o u r l s ' c l a i m t o h e a r m e r c a n t i l e c a s e s
a n d t h e a d o p t i o n o f t h e p o l i c y o f d e c i d i n g t h e s e c a s e s i n t h e l i g h t o f m e r c a n t i l e c u s t o m - a g a i n a n a r e a
o f c o n v e n t i o n s - i n s t e a d o f b y s t r i c t r u l e s o f c o m m o n l a w . T h e s e c a s e s i n c l u d e d t h o s e o f e m p l o y e r s '
l i a b i l i t y f o r t h e a c t s o f s e r v a n t s d o n e i n t h e c o u r s e o f t h e i r e m p l o y m e n t ( P l u c k n e t t , 1 9 5 6 , p 2 4 6 - 2 4 7 ) .
S I O n e c u r r e n t l y d e b a t e d i s t h e J a m e s H a r d i e a s b e s t o s c a s e w h e r e t e n s i o n i s f o u n d b e t w e e n t h e
c o m p a n y ' s l e g a l l i a b i l i t i e s a n d t h e c l a i m s f o r m o r a l o r e q u i t a b l e o b l i g a t i o n s f a c i n g t h e c o m p a n y
( H a i g h , 2 0 0 6 , p 5 a n d 2 2 6 - 2 2 7 ) .
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d u e l i n g . A n i n c i d e n t o f t h e l a t t e r r e q u i r e d h i m t o f l e e t o t h e C o n t i n e n t w h e r e h e
s t u d i e d v a r i o u s b a n k i n g p r a c t i c e s . H e d e v e l o p e d e c o n o m i c a n d m o n e t a r y t h e o r i e s f a r
i n a d v a n c e o f h i s t i m e , r e a s o n i n g t h a t s i n c e t r a d e a n d i n d u s t r y d e p e n d e d o n m o n e y
a n d s i n c e ' g o l d s m i t h b a n k i n g ' w a s c o n s t r a i n e d b y t h e s c a r c i t y o f g o l d
5 2
, c o m m e r c e
l a c k e d t h e s t i m u l u s r e q u i r e d b y a n e c o n o m y . I n s t e a d , h e r e a s o n e d t h a t t h e S t a t e m i g h t
i s s u e p a p e r c u r r e n c y b a s e d e i t h e r o n l a n d o r t h e c r e d i t o f t h a t S t a t e , t h u s m a k i n g t h e
c o n v e r t i b l e - i n t o - g o l d s t a n d a r d o b s o l e t e ( C a r s w e l l , 1 9 6 0 , p 1 6 0 ; S o b e l , 1 9 6 5 , p S - 9 ;
V a l l a n c e , 1 9 7 4 , p I 4 - 1 5 ; G l e e s o n , 1 9 9 9 , p I 7 0 - 1 7 1 ) .
I n 1 7 1 9 , L a w p u t h i s r e a s o n i n g i n t o p r a c t i c e i n F r a n c e . I n U K , J o h n B l o u n t , a d i r e c t o r
o f t h e S o u t h S e a C o m p a n y , a d m i r e d L a w s ' o p e r a t i o n s . B l o u n t a p p l i e d L a w ' s s c h e m e
t o t a k e o v e r t h e N a t i o n a l D e b t ( W a t z l a f f , 1 9 7 1 , p l l - 1 2 ) . T h e i d e a w a s i n n o w a y
c r i m i n a l . I t s e e m e d o f b e n e f i t t o t h e C o m p a n y , n o t t h e d i r e c t o r s i n d i v i d u a l l y . W h i l e
s o m e o p p o s e d i n P a r l i a m e n t t h e B i l l t o a u t h o r i z e t h e c o n t r a c t , l a t e r i n v e s t i g a t i o n s
w o u l d s h o w t h a t B l o u n t u s e d q u e s t i o n a b l e m e t h o d s t o e n s u r e t h e A c t w a s e n a c t e d
( S o b e l , 1 9 6 5 , p 9 - 1 0 ; H a l d a n e , 1 9 7 0 , p 2 6 - 2 7 ; V a l l a n c e , 1 9 7 4 , p I 9 - 2 1 ) .
T h e m a r k e t i n S o u t h S e a s h a r e s w a s b a s e d o n r u m o u r a n d h i g h d i v i d e n d s . B l o u n t ,
n o w k n i g h t e d ' f o r s e r v i c e s r e n d e r e d ' , a n d o t h e r s m a d e f o r t u n e s f r o m s e l l i n g t h e i r
s h a r e s .
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T h e S o u t h S e a b o o m s a w c o m p a n i e s f l o a t e d , o f t e n w i t h o u t l e g a l s t a t u s .
S o m e w e r e r e s p e c t a b l e , o t h e r s n o t s o ( S o b e l , 1 9 6 5 , p l O ) . W h e n t h e s h a r e p r i c e b e g a n
t o f a l l , t h e d i r e c t o r s s o u g h t t o s u p p o r t t h a t p r i c e ( V a l l a n c e , 1 9 7 4 , p 2 3 - 2 4 ) - a p r a c t i c e
s t i l l f o u n d p r e s e n t l y i n v a r i o u s c o l l a p s e s . 5 4
A S e c r e t C o m m i t t e e o f I n q u i r y i n t o t h e S o u t h S e a A c t w a s a p p o i n t e d b y P a r l i a m e n t .
I t f o u n d t h a t s o m e b o o k s o f a c c o u n t w e r e m i s s i n g . T h o s e e x a m i n e d i n c l u d e d f i c t i t i o u s
o r q u e s t i o n a b l e e n t r i e s ( H a l d a n e , 1 9 7 0 , p 3 0 ; V a l l a n c e , 1 9 7 4 , p 2 4 ) . I n t h e p r e a m b l e t o
t h e B u b b l e A c t ( 6 G e o I , c 1 S ) , i t w a s a r g u e d t h a t u n w a r y p e r s o n s h a d b e e n i n d u c e d t o
i n v e s t u n d e r f a l s e p r e t e n s e s , n o t o n l y i n t h e d a t a p r e s e n t e d b u t a l s o i n t h e l e g a l s t a t u s
o f t h e s o - c a l l e d c o r p o r a t i o n s ( H u n t , 1 9 3 6 , p 7 ) .
T h e j o i n t - s t o c k s y s t e m w a s s e e n b y s o m e a s t h e ' s o l e a n d s u f f i c i e n t e x p l a n a t i o n ' o f
t h e e c o n o m i c a n d s o c i a l t r o u b l e s o f U K ( H u n t , 1 9 3 6 , p S - 9 ) . F o r s o m e 1 0 0 y e a r s , t h e
f o r m a t i o n o f n e w j o i n t s t o c k c o m p a n i e s w a s r e s t r i c t e d , i n c o r p o r a t i o n r e m a i n i n g
p a r t i c u l a r r a t h e r t h a n g e n e r a l ( L i t t l e t o n , 1 9 3 3 , p 2 S S ) . T h i s w o u l d r e t a r d t h e u s e o f t h e
m o s t s u i t a b l e f o r m o f e n t e r p r i s e r e q u i r e d i n t h e I n d u s t r i a l R e v o l u t i o n ( H u n t , 1 9 3 6 , p 9 ;
C h a t f i e l d , 1 9 7 7 , p 7 0 & p S I ) i n b o t h U K a n d i t s c o l o n i e s ( F l e s h e r e t a i , 2 0 0 5 , p 2 6 ) .
D u r i n g I S
t h
C e n t u r y , i t w a s d e m o n s t r a t e d t h a t t h e c o r p o r a t e o r g a n i z a t i o n h a d d i s t i n c t
a d v a n t a g e s i n r a i s i n g t h e l a r g e a m o u n t s o f c a p i t a l n e e d e d i n s e l e c t e d p r o j e c t s . T h i s
w a s s h o w n b y s o m e c o r p o r a t e s u r v i v o r s o f t h e S o u t h S e a p e r i o d a n d b y t h e s u c c e s s o f
5 2 S o m e a r g u e d t h a t s i l v e r t o o m i g h t b e i n c l u d e d .
" H a l d a n e ( 1 9 7 0 , p 2 3 ) n o t e s , ' W h i l e t h e r e w a s n o f o r m a l S t o c k E x c h a n g e , b u s i n e s s w a s c o n d u c t e d i n
c o f f e e h o u s e s o f w h i c h i n t h e e a r l y e i g h t e e n t h c e n t u r y t h e r e w e r e m o r e t h a n a h u n d r e d i n L o n d o n . O n e
o f t h e m i n 1 7 7 3 b e c a m e t h e s i t e o f t h e f i r s t S t o c k E x c h a n g e - t h e u n i f o r m e d e m p l o y e e s o f w h i c h a r e
s t i l l c a l l e d w a i t e r s - a n d a n o t h e r o f L l o y d s , t h e u n d e r w r i t e r s . ' S e e a l s o S o b e l ( 1 9 6 5 , p 1 1 - 1 2 ) .
5 4 S e e t h e H I H c a s e i n C l a r k e e t a l , ( 2 0 0 3 , p 2 2 2 - 2 4 5 ) .
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t h e c a n a l c o m p a n i e s . S h a r e s i n t h e l a t t e r b e c a m e s t a n d a r d i n v e s t m e n t s ( H u n t , 1 9 3 6 ,
p 9 - 1 0 ) .
H o w e v e r , l i t t l e f o l l o w e d r e g a r d i n g a c c o u n t i n g p r o v i s i o n s t o s a f e g u a r d t h e i n t e r e s t s o f
s h a r e h o l d e r s o r t h e p u b l i c i n g e n e r a l . I n s t e a d , p r e v e n t i o n f r o m f u r t h e r a b u s e s w a s
s o u g h t v i a s t r i n g e n t c o n d i t i o n s i n c o m p a n y f o r m a t i o n ( H a w k i n s , 1 9 6 2 , p i ) . T h e
p a s s a g e o f t h e A c t i n 1 7 2 0 a d v e r s e l y a f f e c t e d t h e g e n e r a l l e v e l o f c o n f i d e n c e . S o m e
a r g u e t h a t i t e x e r c i s e d ' a d e t e r r e n t p s y c h o l o g i c a l e f f e c t ' o n c o m p a n y p r o m o t i o n
( H u n t , 1 9 3 6 , p 9 ) . T h i s i s c o n t e s t a b l e a s , i n s t e a d , j o i n t s t o c k p a r t n e r s h i p s w e r e u s e d ,
e s p e c i a l l y i n t h e i n s u r a n c e i n d u s t r y , w h e n c h a r t e r s w e r e r e f u s e d . T h e s e i n c l u d e d t h e
E q u i t a b l e S o c i e t y ( 1 7 6 1 ) a n d t h e P h o e n i x F i r e ( 1 7 8 2 ) ( H u n t , 1 9 3 6 , p l l - 1 2 ) .
C o r p o r a t e c o l l a p s e s i n c l u d e d t h e S o u t h S e a C o m p a n y a n d v a r i o u s c o n t e m p o r a r i e s . f
A c e n t u r y l a t e r , a b o o m o c c u r r e d w h e n t h e N a p o l e o n i c w a r s a n d g r o w t h i n c a n a l s a n d
r a i l w a y s s a w a g r o w t h i n c o m p a n y p r o m o t i o n s .
P e o p l e a n d c a p i t a l b e c a m e a s s o c i a t e d i n n e w f i e l d s o f i n v e s t m e n t , a s e v i d e n c e d b y a n
e x p a n d i n g S t o c k E x c h a n g e ( H u n t , 1 9 3 6 , p I 4 ) . W h i l e d i s c u s s i o n o f l e g a l i s s u e s , s u c h
a s a b i l i t y t o s u e o r b e s u e d , u n l i m i t e d l i a b i l i t y a n d h o w t o p r e v e n t f r a u d s , o c c u r r e d ,
r e l a t e d e c o n o m i c e v e n t s w e r e t o i n f l u e n c e d e v e l o p m e n t s i n b o t h U K a n d U S A .
D e b a t e w a s h a d o n v a r i o u s m a t t e r s -
• w h e t h e r a c o m p a n y a n d m o n o p o l y w e r e s y n o n y m o u s ,
• l i m i t e d l i a b i l i t y , a n d
• a p r e f e r e n c e f o r a n d s u p e r i o r i t y o f i n d i v i d u a l e n t e r p r i s e o v e r t h e u s e o f
c o m p a n i e s f o r i n d u s t r i a l i s a t i o n ( H u n t , 1 9 3 6 , p 1 7 , p 1 9 , p 2 6 p 5 5 , p 5 7 ) .
C y c l e s o f b o o m s a n d s l u m p s f o l l o w e d ( L i t t l e t o n , 1 9 3 3 , p 2 7 1 ) . T h e p r o s p e r i t y o f t h e
N a p o l e o n i c y e a r s w a n e d a n d d e f l a t i o n f o l l o w e d . T h e e n d o f w a r e x p e n d i t u r e l e d i n
t u r n t o f e w e r t a x e s , s o a b u n d a n t c a p i t a l w a s a v a i l a b l e . 1 8 2 4 - 2 5 s a w a b o o m
c o m p a r a b l e t o t h a t p r e c e d i n g t h e S o u t h S e a B u b b l e . T h e s t a g e w a s s e t f o r a w a v e o f
b u s i n e s s e x p a n s i o n a n d r e l a t e d s p e c u l a t i o n , e s p e c i a l l y i n f o r e i g n ( S o u t h A m e r i c a n )
l o a n s w h i c h o f f e r e d U K i n v e s t o r s h i g h e r i n t e r e s t r a t e s . L a t e r , f o r e i g n m i n i n g v e n t u r e s
w o u l d a t t r a c t U K i n v e s t o r s ( H u n t , 1 9 3 6 , p 3 0 - 3 1 ) .
T h e f i e l d f o r s p e c u l a t i o n w a s e x t e n d e d t o l o c a l v e n t u r e s . S h a r e s w e r e b o u g h t o n
i n s t a l m e n t i n c o m p a n i e s w h i c h l a c k e d a c h a r t e r f r o m P a r l i a m e n t . T h i s i n t u r n l e d t o
c l a i m s i n P a r l i a m e n t o f s y s t e m a t i c f r a u d ( H u n t , 1 9 3 6 , p 3 2 - 3 5 ) . P e r v a s i v e a s w e l l w a s
t h e p r a c t i c e o f t h e u s e o f i n f l u e n t i a l n a m e s a s o r n a m e n t s i n a p r o s p e c t u s w a s f o u n d .
H o w e v e r , i t w a s a p p r e c i a t e d t h a t i t w a s n o t t h e r o l e o f P a r l i a m e n t t o d i s t i n g u i s h g o o d
f r o m b a d v e n t u r e s - t h a t w a s l e f t t o t h e i n v e s t o r ( H u n t , 1 9 3 6 , p 3 6 - 3 7 ) .
R e p e a l o f B u b b l e A c t i n 1 8 2 5 f o l l o w e d d o u b t s o n t h e l e g a l s t a t u s o f p r o v i s i o n s o f t h a t
A c t , w i t h t h e u n i n c o r p o r a t e d j o i n t - s t o c k c o m p a n y b e i n g t r e a t e d u n d e r c o m m o n l a w
( L i t t l e t o n , 1 9 3 3 , p p 2 5 1 - 2 5 2 ; H e i n , 1 9 7 8 , p 1 1 6 - 1 1 7 ) . P r e s s u r e f o r i t s r e p e a l h a d b e e n
s s H a l d a n e ( 1 9 7 0 , p 2 9 ) ; d e B e d t s , ( 1 9 6 4 , p 3 ) w r i t e s , ' T h e " B u b b l e A c t " o f 1 7 2 0 , p a s s e d b y a
p a r l i a m e n t e x c e e d i n g l y a w a r e o f t h e c o n t e m p o r a r y w a v e o f s u i c i d e s , r u i n a t i o n , a n d i m p r i s o n m e n t o f
h i g h o f f i c i a l s , c a u s e d a s e t b a c k i n c o r p o r a t e d e v e l o p m e n t o v e r c o m e o n l y b y t h e i n d u s t r i a l g r o w t h o f
t h e f o l l o w i n g c e n t u r y . '
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c o m p o u n d e d b y i n c r e a s i n g i n d u s t r i a l i s a t i o n ( H a w k i n s , 1 9 6 2 , p l - 2 ) . I t w a s a r g u e d t h a t
i n d e a l i n g w i t h f r a u d u l e n t p r o m o t i o n s , t h e c o m m o n l a w w a s s u f f i c i e n t . A s w e l l ,
s h a r e h o l d e r s ' l i a b i l i t y w a s u n l i m i t e d w i t h o u t a c h a r t e r f r o m P a r l i a m e n t , w h i c h w a s
s t i l l j e a l o u s l y g u a r d e d ( H u n t , 1 9 3 6 , p 4 0 - 4 1 ) . T h e r e p e a l w a s f o l l o w e d b y a d i s a s t r o u s
e c o n o m i c s l u m p ( L i t t l e t o n , 1 9 3 3 , p 2 7 2 ) . 5 6 A g e n e r a l i n q u i r y b y t h e H o u s e o f
C o m m o n s i n t o t h e c o m p a n i e s f o r m e d d u r i n g t h e p e r i o d f o u n d
• t h e u s e o f d u b i o u s m e t h o d s t o o b t a i n c o r p o r a t i o n ,
• v a r i o u s k i n d s o f f i n a n c i a l s l e i g h t - o f - h a n d , a n d
• s p e c u l a t i o n b y p r o m o t e r s a n d d i r e c t o r s ( H u n t , 1 9 3 6 , p 4 9 , p 5 6 ) .
D e b a t e c o n t i n u e d o n j o i n t - s t o c k c o m p a n i e s , e s p e c i a l l y r e g a r d i n g l i m i t e d l i a b i l i t y .
T h i s c o n c e p t w a s f o u n d i n c l a u s e s o f c o n t r a c t s w h i c h t h e c o u r t s w e r e w i l l i n g t o
e n f o r c e ( L i t t l e t o n , 1 9 3 3 , p 2 5 2 - 2 5 3 ; H e i n , 1 9 7 8 , p I 2 3 ) . W h i l e P a r l i a m e n t c o n t i n u e d t o
r e s i s t c h a n g e t o t h e c o n c e p t w i t h i n a g e n e r a l s t a t u t e , o t h e r s a r g u e d t h a t u n d e r l y i n g
e c o n o m i c d e v e l o p m e n t s r e v e a l e d a n e e d f o r s o m e l e g a l f r a m e w o r k t o b e e r e c t e d ,
s u f f i c i e n t n o t o n l y t o p r o t e c t t h e i n v e s t o r b u t a l s o t o f a c i l i t a t e t h e u s e o f t h e b u s i n e s s
c o r p o r a t i o n t o a t t r a c t a n d e m p l o y c a p i t a l ( H u n t , 1 9 3 6 , p 5 1 ; H a w k i n s , 1 9 6 2 , p 6 ) .
H o w e v e r , l e g i s l a t i o n ( l i k e t h e A c t o f 1 8 2 6 a n d t h a t o f 1 8 4 4 ) c o n t i n u e d t o l i m i t t h e
c o r p o r a t e p r i v i l e g e o f l i m i t e d l i a b i l i t y b y r e g i s t r a t i o n u n d e r s t a t u t e u n t i l t h e A c t o f
1 8 5 5 ( H e i n , 1 9 7 8 , p I 2 6 - 1 2 7 ) .
S p e c u l a t i o n r e - e m e r g e d i n 1 8 3 4 w i t h a b o o m i n j o i n t s t o c k c o m p a n i e s i n s e l e c t e d
i n d u s t r i e s i n c l u d i n g b a n k i n g , r a i l t r a n s p o r t a t i o n , l i f e a s s u r a n c e , m i n i n g a n d s t e a m
n a v i g a t i o n . V A g a i n , m e m b e r s o f P a r l i a m e n t w a r n e d a g a i n s t s p e c u l a t i o n i n j o i n t - s t o c k
c o m p a n i e s ( H u n t , 1 9 3 6 , p 6 0 _ 6 1 ) . 5 8 D e b a t e f o l l o w e d a s t o t h e p o t e n t i a l f o r ' p u b l i c i t y '
t o e x p o s e c o r r u p t i o n .
A n i n t e r e s t i n g e x c h a n g e o c c u r r e d b e t w e e n o n e W i l l i a m C l a y a n d h i s a d v e r s a r y n a m e d
M c C u l l o c h . T h e f o r m e r a r g u e d f o r t h e l i m i t a t i o n o f l i a b i l i t y o f b a n k s w i t h t w o
p r o v i s o s : f i r s t l y t h a t t h e c a p i t a l w a s f u l l y p a i d u p a n d s e c o n d l y , t h e b a n k s ' a f f a i r s
w e r e g i v e n p u b l i c i t y b y t h e p e r i o d i c a l p u b l i c a t i o n o f t h e i r a c c o u n t s . C l a y ' s p r o p o s a l s
w e r e ' l i m i t e d l i a b i l i t y ; p a i d - u p c a p i t a l ; p e r f e c t p u b l i c i t y ' . M c C u 1 l o c h a r g u e d t h e f i r s t
p r o v i s o f a l l a c i o u s a n d w a s m o s t c o n t e m p t u o u s o f t h e i d e a o f c o n t r o l v i a ' p e r f e c t
p u b l i c i t y ' . 5 9 M c C u l l o c h w o u l d r e m a i n a s t a u n c h o p p o n e n t o f l i m i t e d l i a b i l i t y , a r g u i n g
5 6 I n A u s t r a l i a 1 8 2 6 - 1 8 2 8 , a f i n a n c i a l c r i s i s f a c e d t h e f i r s t e s t a b l i s h e d b a n k t h e r e - t h e B a n k o f N e w
S o u t h W a l e s ( S y k e s , 1 9 8 8 , p l - 2 3 ) .
5 7 G r e e n a n d M o s s ( 1 9 8 2 , p l O ) c o m m e n t , ' S i n c e t h e 1 8 3 0 s p u r c h a s e o f s h a r e s i n p a s s e n g e r s h i p p i n g
c o m p a n i e s h a d p r o v i d e d i n v e s t o r s w i t h a n i m p o r t a n t B r i t i s h - b a s e d a l t e r n a t i v e t o r a i l w a y s h a r e s a n d
g o v e r n m e n t s t o c k . M o r e i m p o r t a n t l y , b e c a u s e o f t h e h i g h p r i c e o f n e w v e s s e l s , s h i p p i n g c o m p a n i e s a n d
s h i p o w n e r s h a d , s i n c e t h e l a t e e i g h t e e n t h c e n t u r y , r e s o r t e d t o f i n a n c e h o u s e s a n d i n v e s t m e n t c o m p a n i e s
f o r s h o r t - t e r m f u n d s . '
s s A u s t r a l i a a l s o f a c e d i t s f i r s t s p e c u l a t i v e b o o m i n t h e 1 8 3 0 s . A b u o y a n t w h a l i n g i n d u s t r y a n d a
p a s t o r a l b o o m , e s p e c i a l l y i n w o o l , s a w a f l o o d o f U K f u n d s i n t o c o m m e r c i a l i n t e r e s t s ( S y k e s , 1 9 8 8 ,
p 2 4 ) .
5 9 M c C u l l o c h ( q u o t e d i n H u n t , 1 9 3 6 , p 7 0 ) , ' I t a s t o n i s h e s u s t h a t a n y o n e l i v i n g i n L o n d o n a n d h a v i n g
i n t e r c o u r s e w i t h p r a c t i c a l m e n , s h o u l d h a v e b e e n f o u n d t o l a y t h e l e a s t s t r e s s o n t h e p u b l i c a t i o n o f
b a l a n c e s h e e t s , o r a c c o u n t s o f a s s e t s a n d o b l i g a t i o n s . T h e y a r e w o r s e t h a n w o r t h l e s s , b e i n g e m i n e n t l y
c a l c u l a t e d t o d e c e i v e a n d m i s l e a d . [ T o e f f e c t t h e p l a n l e a v e s ] i t t o t h e h o n o u r o f t h e p a r t i e s ; t h a t i s b y
2 5
t h e p r i n c i p l e o f u n l i m i t e d r e s p o n s i b i l i t y w a s t h e b a s i s f o r a s o l i d b a n k i n g s y s t e m . H e
c o n t r a s t e d t h i s w i t h w h a t h e s a w a s t h e d i s c r e d i t e d p o s i t i o n o f t h e U S A b a n k s w h i c h
h a d s t a t e c h a r t e r s a n d l i m i t e d r e s p o n s i b i l i t y ( H u n t , 1 9 3 6 , p 6 8 - 7 1 ) .
T h e p r o m o t i o n o f j o i n t - s t o c k b a n k s s a w t h e i n t r o d u c t i o n o f a n e w t e c h n i q u e i n
f i n a n c e - s h a r e s o f a s m a l l d e n o m i n a t i o n ( H u n t , 1 9 3 6 , p 7 2 ) . T h i s w o u l d s e e t h e s h a r e
m a r k e t g r o w , p r o v i d i n g a l i n k b e t w e e n t h e l a r g e s c a l e i n v e s t m e n t i n i n d u s t r i e s l i k e
r a i l w a y s a n d t h e a b i l i t y o f t h e c a p i t a l m a r k e t t o r a i s e t h e r e q u i r e d f i n a n c e . T h e r a i l w a y
b o o m o f 1 8 3 5 - 1 8 3 7 c o i n c i d e d w i t h a b o o m i n b a n k s .
I n 1 8 3 7 , a m o n e t a r y p a n i c l e d t o t h e f a i l u r e o f s e v e r a l A n g l o - A m e r i c a n b a n k s ( S o b e l ,
1 9 6 5 , p 4 4 - 4 5 ) , w i t h e c o n o m i c r e p e r c u s s i o n s b e i n g f e l t i n U K , U S A a n d A u s t r a l i a . i "
T h e s e t b a c k c o n t i n u e d f o r s o m e s e v e n y e a r s ( L i t t l e t o n , 1 9 3 3 , p 2 7 2 - 2 7 3 ; H u n t , 1 9 3 6 ,
p I O I - I 0 2 ) . R a i l w a y s p r o v e d t h e e x c e p t i o n , t h e i r s h a r e s d i s p l a c i n g c a n a l s e c u r i t i e s a s
s t a n d a r d i n v e s t m e n t s ( H u n t , 1 9 3 6 , p 7 4 - 7 5 ) .
D u r i n g t h i s p e r i o d , t h e p u b l i c a t i o n o f a n y i n f o r m a t i o n , f i n a n c i a l o r o t h e r w i s e , w a s
j e a l o u s l y g u a r d e d b y m a n a g e m e n t . I n d e e d , s h a r e h o l d e r s w e r e s e e n a s b e i n g s p i e s f o r
c o m p e t i t o r s . H o w e v e r , w i t h i n t h i s g e n e r a l a t m o s p h e r e , i t w a s a r g u e d t h a t a d u t y o f
s o m e f i n a n c i a l r e p o r t i n g w a s c o n c o m i t a n t w i t h t h e r i g h t t o f o r m j o i n t s t o c k
c o m p a n i e s ( H e i n , 1 9 7 8 , p 2 4 1 ; p 2 4 5 ) .
F o l l o w i n g a s p a t e o f i n s u r a n c e a n d o t h e r c o m p a n y f a i l u r e s ( G o w e r , 1 9 5 7 , p 4 0 ) , i n
1 8 4 1 t h e U K B o a r d o f T r a d e r e q u e s t e d t h e f o r m a t i o n o f a P a r l i a m e n t a r y C o m m i t t e e
t o c o n s i d e r v a r i o u s i s s u e s r e l a t e d t o t h e r e g u l a t i o n o f j o i n t s t o c k c o m p a n i e s . I n 1 8 4 3 ,
t h i s b e c a m e t h e G l a d s t o n e C o m m i t t e e .
2 . 4 . 1 T h e U S A s c e n e 6 1
T h e e c o n o m y o f c o l o n i a l U S A r e m a i n e d r e l a t i v e l y b a c k w a r d . M u c h e n t e r p r i s e w a s
f i n a n c e d b y p r i v a t e U K i n v e s t o r s , s o m e i n v e n t u r e s s i m i l a r t o c h a r t e r e d c o m p a n i e s .
T h e U S A e c o n o m i c a n d s o c i a l c l i m a t e i n t h i s p e r i o d w a s o v e r w h e l m i n g l y a g r a r i a n .
P r e v i t s & M e r i n o ( 1 9 9 8 , p l l - 3 1 ) p r o v i d e a s u m m a r y o f t h e t i m e s . A r g u a b l y , U K
a t t e m p t s t o s t i f l e b u s i n e s s w e r e c a u s e s f o r r e v o l u t i o n .
T h e R e v o l u t i o n o f 1 7 7 6 s a w t h e f o r m e r c o l o n i e s f r e e d f r o m U K s t a t u t e s o n
c o r p o r a t i o n s . C o r p o r a t e p o w e r w a s g r a n t e d q u i t e l i b e r a l l y , v a r i o u s s t a t e s p e r m i t t i n g
i n c o r p o r a t i o n i n m a n y a r e a s . T h e U K a p p r o a c h o f s e l e c t e d u s e o f i n c o r p o r a t i o n t o a
l i m i t e d f e w w a s i n U S A e x t e n d e d a s p a r t o f a d e m o c r a t i c a n d p u b l i c g o o d a v a i l a b l e
a l l o w i n g e a c h b a n k t o r e p o r t a s t o i t s o w n c r e d i t a n d s o l v e n c y ! I t i s d i f f i c u l t t o s u p p o s e t h a t M r . C l a y
c a n b e s e r i o u s . . . [ a s ] e v e n t h o u g h t h e p a r t i e s w e r e p e r f e c t l y h o n e s t , t h e p u b l i c a t i o n o f a b a l a n c e s h e e t
w o u l d b e g o o d f o r n o t h i n g . '
6 0 1 8 4 1 s a w t h e c o l l a p s e o f T h e A u s t r a l i a n A u c t i o n C o m p a n y , w h i c h h a d p r o m i s e d m u c h t o i n v e s t o r s .
M i s m a n a g e m e n t w a s b l a m e d , w i t h v a r i o u s m a n a g e m e n t a n d d i r e c t o r s b e i n g c i t e d . O n e l e t t e r p o i n t e d
o u t t h e a p p a r e n t p a r a d o x o f t h e c o l l a p s e o c c u r r i n g w h e n r e c e n t l y t h e a u d i t o r s h a d i n s p e c t e d t h e
a c c o u n t s a n d h a d n o c r i t i c i s m s o f t h e p o s i t i o n a n d p e r f o r m a n c e o f t h e c o m p a n y . D e c r e a s e s i n
c o m m o d i t i e s p r i c e s a n d a c r e d i t s q u e e z e f r o m U K m e r c h a n t s c o n t r i b u t e d i n 1 8 4 0 - 1 8 4 3 t o t h e f i r s t
m a j o r r e c e s s i o n i n A u s t r a l i a . O n r e q u i r e m e n t s f o r r e p o r t i n g b y m a n a g e m e n t o f c o m p a n i e s t o i n t e r e s t e d
p a r t i e s , l i t t l e e v e n t u a t e d ( S y k e s , 1 9 8 8 , p 2 4 - 4 0 ) .
6 1 A r g u m e n t h e r e d r a w s h e a v i l y o n w o r k s o f L i t t l e t o n ( 1 9 3 3 ) , S o b e l ( 1 9 6 5 ) a n d J a c k s o n ( 1 9 8 4 ) .
2 6
e q u a l l y t o a l l ( L i t t l e t o n , 1 9 3 3 , p 2 5 4 - 2 5 5 ) . T h e p e r i o d 1 7 7 7 - 1 7 9 1 w o u l d s e e i n W a l l
S t r e e t a n d o t h e r t r a d i n g c e n t r e s t h e f i r s t U S A b u l l m a r k e t a n d c o l l a p s e ( S o b e l , 1 9 6 5 ,
p I 6 ) .
D e s p i t e t h i s s e t - b a c k , c o m m e r c i a l e n t e r p r i s e s u r g e d . B a n k s a n d i n s u r a n c e c o m p a n i e s
w e r e e s t a b l i s h e d , t h e i r s h a r e s b e i n g t r a d e d o n s t o c k e x c h a n g e s . O f t e n i t w a s i n t h e
f o r m o f a s t a t e - c h a r t e r e d c o m p a n y . T h e s e c o m p a n i e s s e r v e d a s m e c h a n i s m s t o
a l l o c a t e f i n a n c e i n a n e c o n o m i c a l l y e f f i c i e n t w a y - w i t h a u d i t e d r e p o r t s b e i n g s e e n a s
a s o c i a l c o n t r o l m e c h a n i s m ( F l e s h e r e t a l , 2 0 0 5 , p 3 2 - 3 3 ) . O t h e r l i s t e d c o m p a n i e s w e r e
r e l a t i v e l y q u i t e s m a l l c o m p a r e d t o t h e c a p i t a l i z a t i o n a n d t r a d i n g v o l u m e o f t h e b a n k s
a n d i n s u r a n c e c o m p a n i e s . E v e n t h e s e w e r e l e s s i m p o r t a n t t h a n t h e t r a d e i n
g o v e r n m e n t b o n d s ( S o b e l , 1 9 6 5 , p 2 4 - 2 5 ; P r e v i t s & M e r i n o , 1 9 9 8 , p 4 0 ) . T h e 1 8 1 7 w a r
w i t h U K w o u l d s e e U S A r e l y i n g m o r e o n i t s o w n r e s o u r c e s ( S o b e l , p 2 8 ) .
V a r i o u s c a n a l s a n d r a i l r o a d s w e r e b u i l t w i t h f u n d s f r o m i n v e s t o r s . T h e s e w e r e
s o m e t i m e s i n t h e f o r m o f a c o r p o r a t e c h a r t e r g r a n t e d b y o n e o f t h e s t a t e s . A g a i n
a u d i t e d r e p o r t s w e r e r e q u i r e d ( F l e s h e r e t a l , 2 0 0 5 , p 2 6 - 3 2 ) . S o b e l ( 1 9 6 5 , p 3 2 - 3 7 )
d e t a i l s t h e c a n a l m a n i a o f 1 8 1 2 - 1 8 3 0 s a n d t h e e a r l y d a y s o f t h e r a i l w a y e x p a n s i o n
f r o m 1 8 3 0 . T h e A n d r e w J a c k s o n A g e ( 1 8 2 8 - 1 8 3 6 ) w a s q u i t e t u r b u l e n t ( P r e v i t s &
M e r i n o , 1 9 9 8 , p 6 5 ) . J a c k s o n w a s s t r o n g l y a n t i - U K , a r g u i n g U S A e c o n o m i c l i f e w a s
c o n t r o l l e d b y b a n k s w h o s e m a n a g e m e n t w o r k e d w i t h i n t e r e s t s f r o m L o n d o n . I n h i s
s e c o n d a d m i n i s t r a t i o n , t h e B a n k o f t h e U S f a i l e d t o b e r e - c h a r t e r e d , c h a n g i n g
d r a m a t i c a l l y i t s r o l e a s a n a t i o n a l b a n k ( S o b e l , 1 9 6 5 , p 4 1 - 4 2 ) . I t w o u l d t a k e s e v e r a l
d e c a d e s b e f o r e a F e d e r a l R e s e r v e w o u l d a p p e a r ( i n 1 9 1 3 , s e e 3 . 2 ) .
T h e b o o m i n t h e p e r i o d 1 8 3 4 - 1 8 3 7 ( S o b e l , 1 9 6 5 , p 4 2 - 4 4 ) w a s f o l l o w e d i n 1 8 3 7
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v a r i o u s c r i s e s . C r o p s f a i l e d a n d g r e e d y s t a t e l e g i s l a t u r e s e x p l o i t e d s h i p p i n g l i n e s . A s
w e l l , J a c k s o n ' s a d m i n i s t r a t i o n e n c o u r a g e d r e c k l e s s o v e r - s p e c u l a t i o n . " T h e U S A
e c o n o m y s u f f e r e d a n e a r - p a n i c l o s s o f c o n f i d e n c e w h e n b a n k s i n N e w Y o r k , H a r t f o r d
a n d o t h e r t o w n s s u s p e n d e d s p e c i e p a y m e n t s . B o t h s e c u r i t i e s a n d t h e g o v e r n m e n t ' s
p a p e r c u r r e n c y b e c a m e s u s p e c t . W h e n M a r y l a n d a n d P e n n s y l v a n i a r e p u d i a t e d l i a b i l i t y
o n t h e i r b o n d s a n d p r o m i s s o r y n o t e s , U S A b a n k i n g c r e d i t i n L o n d o n a l l b u t c o l l a p s e d
( J a c k s o n , 1 9 8 4 , p 3 5 ) . 6 4
I n v e s t m e n t i n s h a r e s w a s i n d e c l i n e f r o m 1 8 3 8 - 1 8 4 2 n o t o n l y f r o m t h e l a c k o f i n t e r e s t
f r o m U K i n v e s t o r s , b u t a l s o f r o m l o c a l i n v e s t o r s w h o h a d l o s t h e a v i l y i n t h e c r a s h .
S p e c u l a t i o n s u f f e r e d f r o m a l a c k o f i n t e r e s t . E v e n t u a l l y , t h e p a n i c s u b s i d e d a n d U K
i n v e s t o r s w e r e a s s u r e d t h a t v a r i o u s s t a t e s w o u l d h o n o u r t h e i r b o n d s . B o n d s a l e s i n
L o n d o n r e c o v e r e d a n d s t i m u l a t e d U S A s t o c k m a r k e t i n v e s t m e n t i n r a i l r o a d s , c a n a l s ,
a n d e x p o r t m e r c h a n d i s e ( J a c k s o n , 1 9 8 4 , p 3 6 - 3 7 ) .
6 2 T h i s w a s t h e y e a r o f b i r t h o f J P M o r g a n , J P h e r e a f t e r , a n d a k e y s t a k e h o l d e r i n t h e a r g u m e n t i n t h i s
a n d f o l l o w i n g c h a p t e r s .
6 3 S o b e l ( 1 9 6 5 , p 4 9 ) n o t e s t h a t t h e b a n k i n g h o u s e B a r i n g B r o t h e r s , w h i c h h e l p e d t o f i n a n c e t h e h i s t o r i c
L o u i s i a n a P u r c h a s e a t f o u r c e n t s a n a c r e , n o w h e s i t a t e d t o i n v e s t f u r t h e r i n U S A e c o n o m y . T h e f a i l u r e
o f M i d d l e W e s t g r a i n c r o p s a n d W a l l S t r e e t ' s g r o w i n g d i s r e p u t e s h o o k f a i t h i n t h e c o u n t r y ' s p r o b i t y .
6 4 S o b e l ( 1 9 6 5 , p 3 7 ) s u g g e s t s o f t h e s e t i m e s , ' W h e n L o n d o n s n e e z e d , N e w Y o r k c a u g h t c o l d . '
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T h e p a n i c o f 1 8 3 7 s a w f i n a n c i a l p o w e r i n U S A b e i n g c e n t r a l i s e d i n N e w Y o r k . O t h e r
c i t i e s , e s p e c i a l l y P h i l a d e l p h i a , w e r e i n d e c l i n e a n d t h e t e l e g r a p h d e v e l o p e d b y M o r s e
w a s a d o p t e d b y b u s i n e s s i n g e n e r a l a n d W a l l S t r e e t i n p a r t i c u l a r t o m a k e i t t h e
n a t i o n a l m a r k e t ( S o b e l , 1 9 6 5 , p 5 2 - 5 3 ) .
T h e M e x i c a n W a r o f 1 8 4 6 - 1 8 4 8 a n d t h e d i s c o v e r y o f g o l d i n C a l i f o r n i a i n 1 8 4 6 l e d t o
f u r t h e r e c o n o m i c p r o s p e r i t y . S p e c u l a t i o n a n d q u e s t i o n a b l e m i n i n g v e n t u r e s f o l l o w e d
( S o b e l , 1 9 6 5 , p 5 5 ) . A s w e l l , o n t h e a d v a n c i n g f r o n t i e r m a n y s e t t l e r s s o u g h t t h e r i c h
f a r m a n d p a s t u r e l a n d . T h i s i n t u r n m e a n t f a c t o r i e s t o s u p p l y f a r m m a c h i n e r y a n d
m a n u f a c t u r e d g o o d s a n d r a i l r o a d s t o l i n k t h e f a s t - g r o w i n g t o w n s h i p s t o t h e m o r e
e s t a b l i s h e d c i t i e s o f t h e M i d w e s t a n d t h e e a s t e r n s e a b o a r d . C o m p a n i e s w e r e f l o a t e d ,
o f t e n b y s h a d y p r o m o t e r s e n c o u r a g e d b y c o r r u p t s t a t e o f f i c i a l s . I n s o m e c a s e s e v e n
t h e s h a r e c e r t i f i c a t e s w e r e b o g u s . D e v e l o p m e n t h i n g e d o n t w o v i t a l e l e m e n t s : f o r e i g n
c a p i t a l a n d a n i n f l u x o f m a n p o w e r ( J a c k s o n , 1 9 8 4 , p 4 0 ) .
2 . 4 . 2 A c c o u n t i n g i n t e r a c t i o n s
A s w a s c o n c l u d e d i n 2 . 3 . 2 , d u r i n g t h i s p e r i o d I n s t i t u t i o n a l t e n s i o n s , e s p e c i a l l y o f a
p r o f e s s i o n a l t y p e , w e r e m i n i m a l . I n f o r m a t i o n t e n s i o n s , h o w e v e r , c o n t i n u e d . I n U K ,
t h e l e g a l p r o f e s s i o n c o n t i n u e d t o d e a l w i t h i s s u e s o f c o n t r o l s , c o r r u p t i o n a n d l i m i t e d
l i a b i l i t y . ' P u b l i c i t y ' w a s a k e y i s s u e , t h o u g h o f w h a t w a s n o t d e t a i l e d .
A c c o u n t i n g w a s a l s o t o i n f o r m m e r c h a n t s i n c o n t e m p o r a r y t e r m s o f t h e f i n a n c i a l
p o s i t i o n a n d r e s u l t s f o r t h e b u s i n e s s ( C h a m b e r s , 1 9 7 3 , p 3 2 ) . W h i l e i m p r o v e m e n t s
w e r e m a d e t o p r o c e s s i n g m e t h o d s , i n c l u d i n g w h a t w e r e t h e n t e r m e d ' m o d e m ' i t e m s
( B a x t e r , 1 9 5 6 , p 2 8 2 ) , s t a t e m e n t s o f p r o f i t o r l o s s w e r e s t i l l n o t o f m a j o r c o n c e r n .
A r g u a b l y , t h i s r e s u l t e d f r o m t h e p r e v a l e n c e o f t h e v e n t u r e m o d e o f d o i n g b u s i n e s s
w h e r e a c c o u n t s w e r e n o t k e p t b y b u s i n e s s o r c o m p a n y . A s w e l l , h o u s e h o l d a n d
b u s i n e s s e x p e n s e s t e n d e d t o b e i n t e r m i n g l e d ( H e i n , 1 9 7 8 , p 2 4 6 - 2 4 7 ) .
U K i d e a s w e r e s t i l l o f i n f l u e n c e i n U S A ( L i t t l e t o n , 1 9 3 3 , p 2 2 7 ) . H o w e v e r , F l e s h e r e t
a l ( 2 0 0 5 , p 3 5 ) c o n c l u d e d U S A c o r p o r a t e a u d i t i n g d e v e l o p m e n t i n t h e n i n e t e e n t h
c e n t u r y w a s a l s o i n f l u e n c e d b y m a r k e t f o r c e s - e c o n o m i c - a n d g o v e r n m e n t a l - s o c i a l
- i s s u e s i n d e p e n d e n t o f , b u t c o n t e m p o r a n e o u s w i t h , U K d e b a t e s . A r g u a b l y , t h i s m i g h t
b e c o n c l u d e d a l s o o f c o r p o r a t e a c c o u n t i n g . H o w e v e r , n a t i o n a l i n t e r e s t s f w e r e a l s o
e v o l v i n g / "
T h e e x p a n d i n g r a i l r o a d i n d u s t r y i n c l u d e d i n f i n a n c i a l s t a t e m e n t s ( f r o m a s e a r l y a s
1 8 3 0 s , s e e P r e v i t s & M e r i n o , 1 9 9 8 , p 9 8 ) a l l o w a n c e s f o r d e p r e c i a t i o n a n d r e n e w a l s .
A r g u a b l y , t h e s e p a r a t i o n o f c a p i t a l a n d i n c o m e o f t h e e n t e r p r i s e w a s a n e c o n o m i c
n e c e s s i t y a s i n c o m e ( t h e d e t e r m i n a t i o n t h e r e o f n e e d e d f o r d i v i d e n d p u r p o s e s ) w a s i n
p a r t e a r n e d f r o m t h e u s e o f c a p i t a l - s o u r c e d r e s o u r c e s . L i m i t e d l i a b i l i t y m a d e t h e
6 5 I n t h e c a s e o f U S A , B a x t e r ( 1 9 5 6 , p 2 8 7 ) l i s t e d v a r i o u s e c o n o m i c f a c t o r s w h i c h c h a n g e d t h e e a r l i e r
c o l o n i a l a c c o u n t i n g m e t h o d s . T h e s e f a c t o r s i n c l u d e d t h e e n c o u r a g e m e n t o f m o r e s p e c i a l i z e d t r a d e , t h e
n e w c u r r e n c y a n d t h e m i n t i n g o f c o i n a g e , t h e e s t a b l i s h m e n t o f b a n k s a n d r e l a t e d f u n c t i o n s l i k e c h e q u e
a c c o u n t s . H e s u g g e s t s a l s o t h a t a s o c i a l f a c t o r w a s ' a r e l a x e d t e m p o i n b u s i n e s s , a n d a r e l i s h f o r
n e g o t i a t i o n . . . a m o r e e a s y g o i n g w a y o f l i f e . '
6 6 L i t t l e t o n ( 1 9 3 3 , p I 2 3 - 1 5 4 ) , i n a c h a p t e r t i t l e d ' D e v e l o p m e n t o f F i n a n c i a l S t a t e m e n t s ' , r e f e r s t o
w o r k s i n U S A f r o m 1 8 3 4 o u t w a r d s . I n c l u d e d w a s a r e f e r e n c e t o a b a l a n c e s h e e t t o s h o w t h e f i n a n c i a l
p o s i t i o n o f t h e e n t i t y .
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s e p a r a t i o n a s o c i a l n e c e s s i t y a s t h e i n t e r e s t s o f i n v e s t o r s w e r e t o b e p r o t e c t e d b y t h e
l o n g - t e r m n a t u r e o f t h o s e c a p i t a l - s o u r c e d r e s o u r c e s . T h e e n t i t y b e c a m e i n v o l v e d i n
c o n t i n u i n g b u s i n e s s a c t i v i t i e s . T h u s c a p i t a l n e e d e d t o b e m a i n t a i n e d a n d r e p o r t e d f o r
b o t h e c o n o m i c a n d s o c i a l r e a s o n s ( L i t t l e t o n , 1 9 3 3 , p 2 4 5 - 2 4 7 ) .
W h i l e t h e b a l a n c e s h e e t r e m a i n e d t h e p r i m a r y s t a t e m e n t t o b e r e p o r t e d , r e a s o n s
d i f f e r e d b e t w e e n U K a n d U S A . I n t h e f o r m e r , t h e r e p o r t w a s s e e n a s o n e o f
m a n a g e m e n t ' s s t e w a r d s h i p o f t h e f u n d s p r o v i d e d b y s h a r e h o l d e r s . I n U S A , t h e r e p o r t
w a s d i r e c t e d a t b a n k e r s w h o p r o v i d e d m u c h o f t h e c a p i t a l , m o r e e m p h a s i s b e i n g o n
l i q u i d i t y / s o l v e n c y i s s u e s r a t h e r t h a n i s s u e s o f p r o f i t a b i l i t y ( C h a t f i e l d , 1 9 7 7 , p 7 2 ) .
F a i l u r e s d u r i n g t h e ' r a i l r o a d m a n i a ' o f t h e 1 8 4 0 s a d d e d t o t h e n e e d f o r r e p o r t s o f
f i n a n c i a l m a t t e r s t o p r o v i d e p r o t e c t i o n f o r i n v e s t o r s ( L e e , 1 9 7 6 , p 2 3 ) . T h e r o l e o f
f i n a n c i a l d i s a s t e r s w o u l d g r e a t l y i n f l u e n c e t h e d e v e l o p m e n t o f b o t h t h e p r o f e s s i o n a n d
l e g i s l a t i v e r e p o r t i n g s t a n d a r d s ( C h a t f i e l d , 1 9 7 7 , p I 4 7 ) .
2 . 4 . 3 R e p o r t i n g o f l i a b i l i t i e s
D u r i n g t h i s p e r i o d i l l u s t r a t i o n s o f l i a b i l i t i e s w e r e w e l l k n o w n f o r r e c o r d i n g a n d
r e p o r t i n g p u r p o s e s . P a r t i c u l a r l i a b i l i t i e s l i k e n o t e s p a y a b l e , p r o m i s s o r y n o t e s a n d b i l l s
o f e x c h a n g e w e r e w e l l r e c o g n i z e d ( B a x t e r , 1 9 5 6 , p 2 8 3 - 2 8 6 ) . H o w e v e r , d e b a t e o n
i s s u e s o f p r i n c i p l e w a s s c a r c e , t h o u g h i t w a s f o r e s h a d o w e d b y d i s c u s s i o n o f a t t e m p t s
b y r a i l r o a d e n t i t i e s t o r e p o r t f u t u r e r e n e w a l s ( L i t t l e t o n , 1 9 3 3 , p 2 2 7 ) .
2 . 5 T h e G l a d s t o n e C o m m i t t e e o f 1 8 4 1 - 1 8 4 4 a n d E a r l y C o m p a n i e s A c t s
T h e U K l e g i s l a t u r e a n d t h e c o u r t s w e r e f o r c e d t o c o n s i d e r t h e l e g a l r e c o g n i t i o n o f a
g e n e r a l j o i n t - s t o c k b u s i n e s s o r g a n i s a t i o n s y s t e m ( H u n t , 1 9 3 6 , p 1 3 ) . I n 1 8 4 1 ,
P a r l i a m e n t a p p o i n t e d a S e l e c t C o m m i t t e e ' t o i n q u i r e i n t o t h e S t a t e o f t h e L a w s
r e s p e c t i n g J o i n t S t o c k C o m p a n i e s ( e x p e c t f o r B a n k i n g ) , w i t h a v i e w t o t h e g r e a t e r
S e c u r i t y o f t h e P u b l i c ' ( r e p r o d u c e d i n E d w a r d s , 1 9 8 0 a , p 4 ) . T h i s w a s o c c a s i o n e d b y
s c a n d a l s a n d a l l e g e d f r a u d s a r i s i n g f r o m t h e a c t i o n s o f p r o m o t e r s , e s p e c i a l l y i n t h e
i n s u r a n c e i n d u s t r y . L a t e r , t h e i n v e s t i g a t i o n w a s b r o a d e n e d t o t h e g e n e r a l r e g u l a t i o n o f
j o i n t - s t o c k c o m p a n i e s ( H u n t , 1 9 3 6 , p 9 0 , p 9 2 ) .
T h i s C o m m i t t e e ' s f i n d i n g s c u l m i n a t e d i n a r e p o r t 6 7 o f i n t e r e s t t o t h o s e c o n c e r n e d
w i t h g e n e r a l i n c o r p o r a t i o n a n d i s s u e s o f p u b l i s h e d a c c o u n t i n g r e p o r t s . I t c l a s s i f i e d
' b u b b l e c o m p a n i e s " i n t o :
1 " , T h o s e w h i c h , b e i n g f a u l t y i n t h e i r n a t u r e , i n a s m u c h a s t h e y a r e f o u n d e d o n
u n s o u n d c a l c u l a t i o n s , c a n n o t s u c c e e d b y a n y p o s s i b i l i t y :
2 d l y , T h o s e w h i c h , l e t t h e i r o b j e c t s b e g o o d o r b a d , a r e s o i l l c o n s t i t u t e d a s t o
r e n d e r i t p r o b a b l e t h a t t h e m i s c a r r i a g e s o r f a i l u r e s i n c i d e n t t o m i s m a n a g e m e n t
w i l l a t t e n d t h e m ; a n d -
3 d l y , T h o s e w h i c h a r e f a u l t y , o r f r a u d u l e n t i n t h e i r o b j e c t , b e i n g s t a r t e d f o r n o
o t h e r p u r p o s e t h a n t o c r e a t e s h a r e s f o r t h e p u r p o s e o f j o b b i n g i n t h e m , o r t o
c r e a t e , u n d e r p r e t e n c e o f c a r r y i n g o n a l e g i t i m a t e b u s i n e s s , t h e o p p o r t u n i t y a n d
6 7 F i r s t R e p o r t o f S e l e c t C o m m i t t e e o n J o i n t S t o c k C o m p a n i e s ( B r i t i s h P a r l i a m e n t a r y P a p e r s , 1 8 4 4 ,
V I I , r e p r o d u c e d i n E d w a r d s , 1 9 8 0 , p 5 - 1 8 ) .
6 8 T h i s c l a s s i f i c a t i o n i s u s e d b y r e s e a r c h e r s l i k e H u n t ( 1 9 3 6 , p 9 2 - 3 ) a n d H a w k i n s , ( 1 9 6 2 , p 8 ) .
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m e a n s o f r a i s i n g f u n d s t o b e s h a r e d b y t h e a d v e n t u r e r s w h o s t a r t t h e C o m p a n y
( E d w a r d s , 1 9 8 0 , p 6 ) .
T h o s e f r o m t h e f i r s t c l a s s i f i c a t i o n w e r e s e e n a s b e i n g b e y o n d t h e s c o p e o f t h e
l e g i s l a t i o n . I t w a s t o b e l e f t t o i n v e s t o r s t o d e c i d e , p u b l i c i t y b e i n g p r o v i d e d i n a
p r o s p e c t u s w h i c h w a s t o b e w i d e l y e x p o s e d . P r o f e s s i o n a l i n v e s t o r s w o u l d b e a b l e t o
c h e c k o n t h e c o m p a n y a n d p e r h a p s a d v i s e l e s s s k i l l e d o r i g n o r a n t i n v e s t o r s . T h o s e i n
t h e s e c o n d c l a s s i f i c a t i o n a g a i n w e r e s e e n a s b e i n g b e y o n d t h e s c o p e o f t h e l e g i s l a t i o n .
W h i l e p u b l i c i t y m i g h t n o t r e v e a l m i s m a n a g e m e n t , i t w a s a r g u e d t h a t d i f f i c u l t i e s
f a c e d b y i n v e s t o r s w o u l d b e l e s s e n e d ' b y t h e p e r i o d i c a l h o l d i n g o f m e e t i n g s , b y t h e
p e r i o d i c a l b a l a n c i n g , a u d i t a n d p u b l i c a t i o n o f a c c o u n t s , a n d b y m a k i n g t h e D i r e c t o r s
a n d o f f i c e r s m o r e i m m e d i a t e l y r e s p o n s i b l e t o t h e s h a r e h o l d e r s . ' T h o s e i n t h e t h i r d
c l a s s i f i c a t i o n w o u l d b e r e m e d i e d b y t h e p u b l i c a t i o n o f p e r t i n e n t i n f o r m a t i o n
( E d w a r d s , I 9 8 0 a , p 6 ; H u n t , 1 9 3 6 , p 9 3 - 9 4 ) . L e g i s l a t i v e a c t i o n f o l l o w e d .
C o n t r o l s o v e r t h e p r o c e s s e s o f i n c o r p o r a t i o n a n d p r o m o t i o n w e r e s t r e n g t h e n e d u n d e r
g e n e r a l i n c o r p o r a t i o n p r o v i s i o n s o f t h e 1 8 4 4 J o i n t S t o c k C o m p a n i e s A c t ( 7 & 8 V i c t .
c . l l O ) ( H a l d a n e , 1 9 7 0 , p 1 2 ; H e i n , 1 9 7 8 , p I 2 8 ) , b u t m o r e i m p o r t a n t l y f o r w r i t e r s l i k e
C h a m b e r s m a n y y e a r s l a t e r , u n h e a l t h y s p e c u l a t i o n o r f r a u d w a s t o b e m i n i m i s e d b y
m e a n s o f p u b l i c i t y ( H u n t , 1 9 3 6 , p 9 4 ; E d e y , 1 9 7 9 , p 2 2 2 ; E d w a r d s , 1 9 7 9 , p 2 7 5 ; N o b e s
& P a r k e r , 1 9 7 9 , p I 9 7 ) . T h i s i d e a w o u l d h a v e s i g n i f i c a n c e f o r l a t e r C O r e f o r m s .
A t t h e s a m e t i m e , j o i n t - s t o c k c o m p a n i e s w o u l d b e f r e e d f r o m t h e c o s t l y p r o c e s s o f
h a v i n g t o s e e k a s p e c i a l a c t o r t h e l i k e ( H e i n , 1 9 7 8 , p 6 ) , w h i l e a t t h e s a m e t i m e r a i s i n g
c a p i t a l f o r l a r g e s c a l e i n v e s t m e n t s , t h u s p l a y i n g a k e y r o l e i n t h e c o u n t r y ' s e c o n o m i c
a d v a n c e . T h e p u b l i c i t y i n c l u d e d a ' f u l l a n d f a i r ' b a l a n c e s h e e t w h i c h w a s t o b e
a u d i t e d . I t w a s a r g u e d ,
P e r i o d i c a l a c c o u n t s , i f h o n e s t l y m a d e a n d f a i r l y a u d i t e d , c a n n o t f a i l t o e x c i t e
a t t e n t i o n t o t h e r e a l s t a t e o f a c o n c e r n ; a n d b y m e a n s o f i m p r o v e d r e m e d i e s ,
p a r t i e s t o m i s m a n a g e m e n t m a y b e m a d e m o r e a m e n a b l e f o r a c t s o f f r a u d a n d
i l l e g a l i t y ( E d w a r d s , 1 9 8 0 a , p 7 ; E d e y a n d P a n i t p a k d i , 1 9 7 8 , p 3 5 7 ) .
I n t h i s r e g a r d , t h e s p i r i t o f t h e l e g i s l a t i o n w a s r e m a r k a b l y s i m i l a r t o m o r e c u r r e n t
p r o v i s i o n s ( E d e y , 1 9 7 9 , p 2 2 2 ) . T h e t h e m e w a s t h a t p e r i o d i c a l a c c o u n t i n g r e p o r t s
p r o v i d e d i m p r o v e d r e m e d i e s a g a i n s t m i s m a n a g e m e n t , f r a u d a n d o t h e r i l l e g a l i t i e s .
T h e s e v i e w s w e r e i n c o r p o r a t e d i n t o t h e J o i n t S t o c k C o m p a n i e s A c t f o r 1 8 4 4 . T h e A c t
a l s o i n t r o d u c e d t h e p h r a s e ' f u l l a n d f a i r ' a s a s t a n d a r d ' " t o b e m e t b y t h o s e p r e p a r i n g
t h e r e p o r t s .
A p r o p o s i t i o n m o o t e d a t t h a t t i m e w a s t h a t t h e p r i v i l e g e o f i n c o r p o r a t i o n w i t h l i m i t e d
l i a b i l i t y d e m a n d e d i n r e t u r n t h e o b l i g a t i o n t o p r o v i d e p u b l i c l y i n f o r m a t i o n o n t h e s t a t e
o f t h e c o m p a n y a n d i t s c a p i t a l b u t d e t a i l e d r e q u i r e m e n t s w e r e l a c k i n g . " O n e w i t n e s s
6 9 O f t h i s s t a n d a r d , W e s t ( 2 0 0 3 , p 4 ) c o m m e n t s , ' H o w e v e r , a g e n e r a l q u a l i t a t i v e s t a n d a r d d o e s n o t o f
i t s e l f e n s u r e t h e s e r v i c e a b i l i t y o f f i n a n c i a l r e p o r t s . T h a t o u t c o m e c a n o n l y b e a c h i e v e d w h e n t h e
t e c h n i c a l p r a c t i c e s r e q u i r e d t o b e a p p l i e d t o s a t i s f y t h e s t a n d a r d h a v e b e e n s p e c i f i e d a n d e n f o r c e d . '
" ' T h i s w a s r e i n f o r c e d i n t h e R e p o r t o f t h e S e l e c t C o m m i t t e e o n A s s u r a n c e A s s o c i a t i o n s w h i c h
c o m m e n t e d i n 1 8 5 3 : ' O n e o f t h e c h i e f s e c u r i t i e s c o n t e m p l a t e d b y t h e A c t o f 1 8 4 4 f o r t h e s a f e t y o f t h e
p u b l i c i s t h e d u t y i m p o s e d u p o n t h e m t o r e t u r n a n n u a l b a l a n c e s h e e t s r e p r e s e n t i n g t h e s t a t e o f t h e i r
a f f a i r s . . . t h e y a r e o p e n t o p u b l i c i n s p e c t i o n . B u t f r o m t h e f a c t t h a t t h e A c t p r e s c r i b e d n o f o r m , a n d
f u r n i s h e d t h e R e g i s t r a r w i t h n o p o w e r t o e n f o r c e a c o m p l i a n c e w i t h t h e s p i r i t , o r e v e n w i t h t h e l e t t e r o f
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( a c o m p a n y s o l i c i t o r ) a r g u e d , ' T h e w h o l e p r o c e e d i n g s o f d i r e c t o r s t o w a r d s p r o p r i e t o r s
s h o u l d b e a m a t t e r o f t r u s t e e s h i p , a s b e t w e e n t r u s t e e s a n d s t r a n g e r s a n d s h o u l d n o t b e
a s b e t w e e n p a r t n e r s a n d p a r t n e r s ' ( C f . R e p o r t o f 1 8 4 4 , E v i d e n c e , Q . 2 0 9 3 , c i t e d i n
H u n t , 1 9 3 6 , p 9 7 , F o o t n o t e 2 3 ) . A s t e w a r d s h i p f u n c t i o n w a s s u g g e s t e d .
T h e 1 8 4 4 g e n e r a l i n c o r p o r a t i o n l e g i s l a t i o n ( E d w a r d s , 1 9 8 0 , p 1 6 - 1 7 ) w a s t h e f i r s t o f
t h e s e r i e s o f s t a t u t e s o f w h i c h t h e r e w a s a n u n d e r l y i n g p h i l o s o p h y o f d i s c l o s u r e r a t h e r
t h a n d i r e c t r e g u l a t i o n ( H a w k i n s , 1 9 6 2 , p 2 ) . 7 1 A n o t h e r p e r i o d o f r a i l w a y m a n i a
f o l l o w e d w i t h a w a v e o f s p e c u l a t i o n a n d c o m p a n y p r o m o t i o n s ( H u n t , 1 9 3 6 , p l O l ) .
T h e p e r i o d 1 8 4 7 - 1 8 4 8 a n d r e l a t e d f a i l u r e s r e q u i r e d t h e u s e o f f i n a n c i a l d a t a i n
r e s u l t i n g i n v e s t i g a t i o n s a n d f i n a l i s a t i o n o f p a r t i c u l a r b a n k r u p t c y c a s e s . A r g u a b l y , i t
a s s i s t e d a c c o u n t a n t s t o e s t a b l i s h s o l i d f o u n d a t i o n s f o r p r o f e s s i o n a l d e v e l o p m e n t
( L i t t l e t o n , 1 9 3 3 , p 2 8 0 ) . T h e c o l l a p s e r e v e a l e d i n v e s t o r l o s s e s a n d v a r i o u s b r e a c h e s ,
e s p e c i a l l y
• t h e m a n u f a c t u r e o f b a l a n c e s h e e t s t o m e e t r e g i s t r a t i o n r e q u i r e m e n t s , a n d
• t h e m a n i p u l a t i o n o f p r o f i t b y t h e c a p i t a l i s a t i o n o f i t e m s w h i c h m i g h t e a s i l y b e
s e e n a s e x p e n s e s .
G o v e r n m e n t a c t i o n w a s d e m a n d e d b y s o m e b u t o t h e r s a r g u e d i n s t e a d i t w a s
i n t e r f e r e n c e i n c o m m e r c i a l m a t t e r s - s o m e t h i n g t o b e a v o i d e d ( H u n t , 1 9 3 6 , p I 1 2 - 1 l 3 ;
E d e y , 1 9 7 9 , p 2 2 3 ) . 7 2
P a r l i a m e n t s u p p o r t e d a l a i s s e z f a i r e a p p r o a c h t o c o m m e r c e . I t i s n o t t o b e c o n c l u d e d ,
h o w e v e r , t h a t d e b a t e ( s o m e t i m e s h e a t e d ) w a s a b s e n t f r o m s o c i a l r e f o r m e r s ( H u n t ,
1 9 3 6 , p 1 l 6 - 1 1 7 ; C h a m b e r s , 1 9 7 3 , p I 2 3 ) . A s w e l l , d e b a t e w a s h a d o n t h e r o l e o f
s a v i n g s b a n k s , f r i e n d l y s o c i e t i e s a n d i n s u r a n c e c o m p a n i e s i n g a r n e r i n g s a v i n g s f r o m
s m a l l i n v e s t o r s ( t h e ' l a b o u r i n g ' o r ' w o r k i n g ' c l a s s e s ) t o b e i n v e s t e d i n t u r n i n t o j o i n t -
s t o c k c o r p o r a t i o n s . T h i s , i t w a s a r g u e d , w a s t h e w a y t o e f f e c t s o c i a l b e t t e r m e n t ( H u n t ,
1 9 3 6 , p I 1 8 - 1 2 5 ) . 7 3
t h e l a w , i t a p p e a r s t h a t t h i s p r o v i s i o n h a s b e e n v e r y i m p e r f e c t l y c o m p l i e d w i t h i n m a n y c a s e s , a n d i n
o t h e r s a l t o g e t h e r n e g l e c t e d ; s o t h a t i t c a n n o t b e s a i d t h a t i t h a s a f f o r d e d , i n t h e m a j o r i t y o f c a s e s , e i t h e r
t h e i n f o r m a t i o n o r t h e s e c u r i t y w h i c h w a s i n t e n d e d ' ( P a r l i a m e n t a r y P a p e r s [ 1 8 5 2 - 5 3 ) , X X I , i i i , c i t e d i n
H u n t , 1 9 3 6 , p 9 7 , F o o t n o t e 2 5 ) . T h i s l a c k o f r e q u i r e d d e t a i l s e n f o r c e m e n t p r o v i s i o n s i s a l s o n o t e d b y
E d e y ( 1 9 7 9 , p 2 2 2 - 2 2 3 ) .
7 1 T h e C o m p a n i e s C l a u s e s C o n s o l i d a t i o n A c t o f 1 8 4 5 r e q u i r e d a n a u d i t e d b a l a n c e s h e e t t o b e p r e s e n t e d
t o s h a r e h o l d e r s i n o r d i n a r y m e e t i n g ( N o b e s & P a r k e r , 1 9 7 9 , p 1 9 7 ) a n d a l l o w e d t h e a u d i t o r s t o e m p l o y
a c c o u n t a n t s t o a s s i s t ( E d e y , 1 9 7 9 , p 2 2 3 ) .
7 2 E d e y ( 1 9 7 9 , p 2 2 3 ) c o n c l u d e s , ' T h e f i r s t c e n t u r y o f g e n e r a l l i m i t e d l i a b i l i t y t h u s b e g a n w i t h
c o m p a n i e s c o m p l e t e l y u n f e t t e r e d i n a c c o u n t i n g m a t t e r s . T h e d i f f e r e n c e b e t w e e n t h i s s i t u a t i o n a n d t h e
s c e n e a s w e s e e i t t o d a y i s a s i g n i f i c a n t c o m m e n t a r y o n t h e c h a n g e i n p o l i t i c a l a n d s o c i a l o u t l o o k t h a t
h a s t a k e n p l a c e . N e v e r t h e l e s s , w e m u s t p r e s e r v e o u r s e n s e o f b a l a n c e . I t w o u l d n o t b e t r u e t o s a y t h a t
r e s p o n s i b l e m e n o f a f f a i r s o f a h u n d r e d y e a r s a g o r e j e c t e d a l l S t a t e c o n t r o l i n s u c h m a t t e r s . C o m p u l s o r y
a c c o u n t i n g a n d a u d i t i n g r e q u i r e m e n t s w e r e n e v e r a b a n d o n e d i n t h e l e g i s l a t i o n i n t e n d e d t o b e a p p l i e d t o
p a r l i a m e n t a r y c o m p a n i e s . '
7 3 A r g u a b l y , t h e m o r e t h i n g s c h a n g e , t h e m o r e t h i n g s r e m a i n t h e s a m e w h e n c o n s i d e r a t i o n i s m a d e o f
c u r r e n t a r g u m e n t s a n d d e b a t e s i n S u p e r a n n u a t i o n a n d P e n s i o n F u n d i n v e s t m e n t s ( T h e E c o n o m i s t ,
2 0 0 6 d , p 6 0 - 6 1 ) .
3 1
A r o u n d 1 8 4 9 , v a r i o u s s t a t u t e s s i n c e 1 8 1 3 r e l a t e d t o t h e w i n d i n g - u p o f c o r p o r a t i o n s
w e r e a m e n d e d . T h e r e s u l t i n g c o n f l i c t s o f j u r i s d i c t i o n ( b e t w e e n t h e C h a n c e r y a n d t h e
C o u r t s o f B a n k r u p t c y ) c a u s e d g r e a t c o n f u s i o n w h i c h p r o v e d h i g h l y b e n e f i c i a l n o t
o n l y t o t h e l e g a l p r o f e s s i o n b u t a l s o t o a c c o u n t a n t s , a s v a r i o u s q u e s t i o n s o f a f i n a n c i a l
t y p e r e q u i r e d t e s t i m o n y o n a c c o u n t i n g m a t t e r s ( G o l d b e r g , 1 9 4 9 , P a r t I l l ) . O r g a n i s e d
p r o f e s s i o n a l a c c o u n t i n g g r o u p s w o u l d b e c o m e a m a j o r p r e s s u r e g r o u p i n i s s u e s o f
m a n a g e m e n t i n g e n e r a l a n d r e p o r t i n g i n p a r t i c u l a r ( L i t t l e t o n , 1 9 3 3 , p 2 8 2 - 2 8 4 ) .
L i n k s s t r e n g t h e n e d a m o n g p a r t i e s f r o m U K a n d U S A . O n h i s f i r s t v i s i t t o L o n d o n i n
1 8 5 0 , t h e B r i t i s h c a p i t a l ' s f i n a n c i a l d i s t r i c t - s t i l l t o d a y r e f e r r e d t o a s t h e C i t y o f
L o n d o n - i m p r e s s e d J u n i u s M o r g a n ( J P ' s f a t h e r ) . H e r e s o m e c o n t r o l ' ? i n a
g o v e r n a n c e s e n s e w a s e x e r c i s e d b y t h e i n f o r m a l l i n k s a m o n g b a n k e r s , i n c l u d i n g
G e o r g e P e a b o d y , U S A a m b a s s a d o r a n d h i g h l y r e s p e c t e d i n b a n k i n g c i r c l e s . J u n i u s
j o i n e d P e a b o d y & C o i n L o n d o n i n 1 8 5 4 ( S o b e l , 1 9 6 5 , p 3 6 - 3 7 ; J a c k s o n , 1 9 8 4 , p 4 1 ) .
I n 1 8 5 5 , t h e L i m i t e d L i a b i l i t y A c t ( 1 8 & 1 9 V i e t . c . 1 3 3 ) i n t r o d u c e d t h e p r i n c i p l e o f
l i m i t e d l i a b i l i t y w i t h i n g e n e r a l r e g i s t r a t i o n ( N o b e s & P a r k e r , 1 9 7 9 , p I 9 7 ) . W h i l e
d i r e c t o r s w e r e s t i l l l i a b l e i n c a s e s s u c h a s t h e p a y m e n t o f d i v i d e n d s w h e n t h e
c o m p a n y w a s i n s o l v e n t , i t w a s e n v i s a g e d t h a t t h e m a j o r c o n t r o l w o u l d b e t h e u s e o f
t h e t e r m ' l i m i t e d ' . I t w a s a r g u e d t h a t t h o s e w h o d e a l t w i t h c o m p a n i e s k n o w i n g t h e m
t o b e ' l i m i t e d ' h a d o n l y t h e m s e l v e s t o b l a m e i f t h e y l o s t m o n e y . T h e t e r m ' l i m i t e d '
w a s t o a c t a s a ' r e d f l a g , 7 5 t o w a r n o f t h e d a n g e r s f a c e d i f d e a l i n g w i t h t h i s t y p e o f
e n t i t y ( G o l d b e r g , 1 9 4 9 , P a r t I l l ) . C a v e a t e m p t o r i n c o r p o r a t e r e l a t i o n s h i p s n o w
d o m i n a t e d . I t w o u l d t a k e f u r t h e r i n s t a n c e s o f c o m p a n y p r o m o t i o n / a t t e n d a n t e v i l s f o r
s u f f i c i e n t s t i m u l u s t o b e p r o v i d e d f o r a f r a m e w o r k o f r e g u l a t i o n t o l i m i t t h e d o c t r i n e
o f c a v e a t e m p t o r f o r a p p l i c a t i o n t o i n v e s t o r s ( H u n t , 1 9 3 6 , p 1 3 9 ) .
T h e a c t w a s n o t d e v e l o p e d i n d e p e n d e n t l y , a d d i n g s i m p l y t o t h e 1 8 4 4 A c t . H o w e v e r ,
t h e p u s h f o r l a i s s e z f a i r e w a s e f f e c t i v e . B y 1 8 5 6 m o s t o f t h e p r i v i l e g e s t o b e i n h e r e n t
u n d e r i n c o r p o r a t i o n h a d b e e n g r a n t e d . T h e t r e n d o f f u t u r e l e g i s l a t i o n w a s t o a d d
r e s t r i c t i v e m e a s u r e s a i m e d a t c o n t r o l , i n c l u d i n g t h o s e o f i n f o r m a t i o n t o b e g i v e n t o
p r e s e n t a n d p o t e n t i a l s h a r e h o l d e r s i n t h e f o r m s o f t h e p r o s p e c t u s a n d f i n a n c i a l
r e p o r t i n g ( H e i n , 1 9 7 8 , p 1 3 0 - 1 3 1 ) .
1 8 5 6 p r o d u c e d a J o i n t S t o c k C o m p a n i e s A c t ( 1 9 & 2 0 V i c t . c . 4 7 ) w i t h a d i f f e r e n t
p h i l o s o p h y w h i c h d e l e t e d t h e c o m p u l s o r y a c c o u n t i n g a n d a u d i t r e q u i r e m e n t s . T h e s e
w e r e p l a c e d i n a n a c c o m p a n y i n g T a b l e B a s a d e s i r e d m o d e l s e t ( E d w a r d s , 1 9 8 0 , p 1 9 -
2 4 ; H e i n , 1 9 7 8 , p 1 3 6 ; N o b e s & P a r k e r , 1 9 7 9 , p 1 9 7 ; E d e y , 1 9 7 9 , p 2 2 4 ) . E x c e p t f o r
b a n k i n g a n d i n s u r a n c e 7 6 c o m p a n i e s , f i n a n c i a l s t a t e m e n t s h a d t o b e p u b l i s h e d o n l y
7 4 T h i s c o n t r o l w a s i n t h e f o r m o f a g e n t l e m e n ' s a g r e e m e n t . C h a m b e r s ( l 9 9 1 a ) r e f e r s i n a r g u m e n t t o t h e
m o t t o o f t h e L o n d o n S t o c k E x c h a n g e - ' M y w o r d i s m y b o n d ' . T h i s p h i l o s o p h y w o u l d b e l a t e r
s u g g e s t e d f o r c o n t r o l s i n f i n a n c e ( J P l a t e r ) a n d a c c o u n t i n g ( M a y l a t e r ) . T h e i r a r g u m e n t s w e r e
c o n s i s t e n t w i t h a g e n e r a l p u s h f o r a l a i s s e z f a i r e a p p r o a c h t o t h e c o n t r o l o f c o m m e r c e , a s n o t e d a b o v e .
7 5 A s i m i l a r a r g u m e n t w a s t o b e u s e d s o m e 7 0 y e a r s l a t e r i n t h e U S A w i t h r e s p e c t t o t h e u s e o f t h e
p h r a s e ' a c c e p t e d a c c o u n t i n g p r i n c i p l e s ' , a p h r a s e w h i c h p u r p o r t e d l y w a s t o b e a ' r e d f l a g ' t o n o n -
a c c o u n t a n t s ( M a y , 1 9 4 3 , p 4 2 ) .
7 6 O f i n t e r e s t r e g a r d i n g t h e v a l u a t i o n o f l i a b i l i t i e s w a s t h e r e q u i r e m e n t f o r a c t u a r i a l v a l u a t i o n s ( N o b e s
& P a r k e r , 1 9 7 9 , p 1 9 8 ) .
3 2
w h e r e t h e c o m p a n y ' s a r t i c l e s o f a s s o c i a t i o n s o r e q u i r e d ( H e i n , 1 9 7 8 , p 7 6 - 7 7 ; p 1 3 6 -
1 3 7 ) . E d e y a n d P a n i t p a k d i , ( 1 9 7 8 , P 3 6 1 ) c o m m e n t e d ,
T h e a b a n d o n m e n t s e e m s t o h a v e b e e n t h e r e s u l t o f t h e s t r o n g
c o n t e m p o r a r y f e e l i n g t h a t m a t t e r s o f a c c o u n t i n g s h o u l d b e d e a l t w i t h b y
p r i v a t e c o n t r a c t b e t w e e n s h a r e h o l d e r s a n d d i r e c t o r s . . . c o m b i n e d w i t h t h e
i n e f f e c t i v e n e s s . . . o f p r o v i s i o n s w r i t t e n i n t o t h e 1 8 4 4 A c t .
O t h e r s w o u l d l i n k i t t o t h e e n t h u s i a s m f o r t h e p r o m o t i o n o f i n d u s t r i a l e x p a n s i o n
( H a w k i n s , 1 9 6 2 , p 1 3 ) . H o w e v e r , t h e 1 8 5 6 A c t d i d r e t a i n a g e n e r a l q u a l i t a t i v e
s t a n d a r d f o r r e p o r t i n g ; t h e p h r a s e n o w r e a d i n g ' t r u e a n d c o r r e c t , . 7 7 T h e r e w a s a m o v e
a w a y f r o m m a n a g e r s - a s - t r u s t e e s - f o r - s h a r e h o l d e r s t o a n ( o f t e n i m p l i c i t ) c o n t r a c t
r e l a t i o n s h i p b e t w e e n m a n a g e m e n t a n d s h a r e h o l d e r s . "
T h e f o l l o w i n g y e a r s s a w a s e r i e s o f s p e c u l a t i v e m a n i a s ( A r a n y a , 1 9 7 9 , p 2 6 6 ) . U K
i n v e s t o r s q u i c k l y f e l t t h e e f f e c t s o f a n 1 8 5 7 U S A p a n i c . A s w e l l , a d e p r e s s e d E u r o p e
w a s l i n k e d t o t h e U K f i n a n c i a l s t r u c t u r e a l m o s t c o l l a p s i n g . " I n 1 8 6 2 , a C o n s o l i d a t i n g
A c t ( 2 5 & 2 6 V i c t . c . 5 9 ) w a s e n a c t e d , s e t t i n g t h e b a s i s o f c o n t r o l u n t i l t h e n e x t
c e n t u r y .
A b a n k i n g c r i s i s o f 1 8 6 6 s a w t h e d e m i s e o f O v e r e n d , G u r n e y a n d o t h e r b a n k s , l e a d i n g
t o s u b s t a n t i a l l o s s e s f o r i n v e s t o r s a n d a c l i m a t e o f d i s t r u s t ( L i t t l e t o n , 1 9 3 3 , p 2 7 1 - 2 7 3 ;
H u n t , 1 9 3 6 , p I 5 3 - 1 5 4 ; H a w k i n s , 1 9 6 2 , p I 4 - 1 5 ; S o b e l , 1 9 6 5 , p 8 8 ; C h a t f i e l d , 1 9 7 7 ,
p 1 4 7 ; A r a n y a , 1 9 7 9 , p 2 6 6 ) . T h e s i g n i f i c a n c e o f u n p a i d s h a r e c a p i t a l w a s h i g h l i g h t e d
a s i s s u e d s h a r e s h a d b e e n p a i d t o o n l y a f r a c t i o n o f t h e s t a t e d a m o u n t . U K i n v e s t o r s
w e r e f o r c e d t o s e l l U S A s e c u r i t i e s t o m e e t t h e i r c o m m i t m e n t s w h i c h i n t u r n h a d
r e p e r c u s s i o n s i n U S A . T h e H o u s e o f C o m m o n s a p p o i n t e d i n 1 8 6 7 t h e W a t k i n S e l e c t
C o m m i t t e e o n t h e L i m i t e d L i a b i l i t y A c t s ( H u n t , 1 9 3 6 , p 1 5 4 ; E d w a r d s , 1 9 8 0 , p 1 4 ) a s
l i m i t e d l i a b i l i t y a n d t h e f o r m a t i o n o f j o i n t - s t o c k c o m p a n y h a d b e c o m e e x t r e m e l y
u n p o p u l a r s o c i a l l y . H o w e v e r , t h e p r e v a i l i n g p o l i c y c o n t i n u e d t o b e n o n - i n t e r f e r e n c e
b y g o v e r r u n e n t i n t h e p e r i o d i c r e p o r t i n g b y g e n e r a l b u s i n e s s c o m p a n i e s . "
A n i n c r e a s e i n w o r l d t r a d e a n d a n u p s w i n g o f p r i c e s i n t h e l a t e 1 8 6 0 s p r e s a g e d b o o m
t i m e s , s u s t a i n e d i n t o t h e e a r l y 1 8 7 0 s b y r a i l r o a d b u i l d i n g i n U S A . A s l u m p b e g a n i n
1 8 7 3 , l a s t i n g s o m e f i v e y e a r s ( V a l l a n c e , 1 9 5 5 , p 3 4 ) . I t w o u l d c l a i m a s a m a j o r v i c t i m
t h e C i t y o f G l a s g o w B a n k ( C G B , s e e 2 . 6 ) .
A t t h e m e e t i n g s o f t h e S e l e c t C o m m i t t e e o n t h e C o m p a n i e s A c t s , 1 8 6 2 a n d 1 8 6 7
( E d w a r d s , 1 9 8 6 , p 9 4 - 1 1 7 ) , f o r t h e f i r s t t i m e s e r i o u s c o n s i d e r a t i o n w a s g i v e n t o t h e
7 7 T h e o r i g i n a l ' f u l l a n d f a i r ' p h r a s e h a s b e e n r e c y c l e d b y t h o s e s e e k i n g r e f o r m o f r e p o r t i n g t o a l l
s t a k e h o l d e r s o t h e r t h a n t h a t b e t w e e n m a n a g e m e n t a n d s h a r e h o l d e r s ( E s t e s , 1 9 9 6 , p 2 0 6 e t s e q ) .
7 8 I n t e r e s t i n g l y , t h i s a p p r o a c h w a s l a t e r a k e y p a r t o f A g e n c y T h e o r y i n g e n e r a l a n d P o s i t i v e
A c c o u n t i n g T h e o r y i n p a r t i c u l a r .
7 9 1 n d e e d , i t l e d t o M a r x ' f a m o u s p r e d i c t i o n o f t h e e n d o f c a p i t a l i s m ( S o b e l , 1 9 6 5 , p 6 \ ) .
8 0 H o w e v e r , s e l e c t e d i n d u s t r i e s l i k e f i n a n c i a l i n s t i t u t i o n s a n d p u b l i c u t i l i t i e s d i d c o m e u n d e r m o r e
s t r i n g e n t c o n t r o l . T h e R e g u l a t i o n o f R a i l w a y s A c t o f 1 8 6 8 ( E d w a r d s , 1 9 8 0 , p I 7 4 - 1 8 7 ) r e q u i r e d
d e t a i l e d p u b l i s h e d a c c o u n t s , i n c l u d i n g t h a t t h e b a l a n c e s h e e t b e d i v i d e d i n t o i n f i x e d c a p i t a l s e c t i o n a n d
a c i r c u l a t i n g c a p i t a l s e c t i o n ( H a w k i n s , 1 9 6 2 , p I 6 - 1 7 ; H e i n , 1 9 7 8 , p 7 7 ) .
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c o m p u l s o r y p u b l i c a t i o n o f a p r o f i t a n d l o s s a c c o u n t ( E d w a r d s , 1 9 8 6 , p 9 6 - 9 7 e t a f ) .
S o m e t e s t i f i e d i n f a v o u r o f c o m p u l s o r y p u b l i c a t i o n , o t h e r s o b j e c t e d . 8 1 D e b a t e
c o n t i n u e d .
2 . 5 . 1 T h e U S A s c e n e
A l t h o u g h b y 1 8 1 2 s o m e s t a t e s ( i n c l u d i n g N e w Y o r k ) h a d e n a c t e d l a w s o n g e n e r a l
i n c o r p o r a t i o n w h i c h i n c l u d e d p r o v i s i o n s o n l i m i t e d l i a b i l i t y , g e n e r a l a c c e p t a n c e d i d
n o t o c c u r u n t i l t h e 1 8 5 0 s ( S o b e l , 1 9 6 5 , p 2 3 ) . I n t h e m e a n t i m e , r a i l s t o c k s w e r e a t t h e
f o r e f r o n t o f n e w i s s u e s t o f i n a n c e d e v e l o p m e n t . T h e b a n k i n g i n d u s t r y a l s o g r e a t l y
e x p a n d e d ( S o b e l , 1 9 6 5 , p 5 6 - 5 7 ) .
M i r r o r i n g U K e c o n o m i c b o o m - b u s t a c t i v i t y , i n v e s t o r c o n f i d e n c e , a t a h i g h i n 1 8 5 3 ,
s u f f e r e d w i t h t h e U S A 1 8 5 7 p a n i c f o l l o w i n g v a r i o u s c o l l a p s e s d u e t o m i s m a n a g e m e n t
a n d f r a u d ( L i t t l e t o n , 1 9 3 3 , p 2 7 3 ; S o b e l , 1 9 6 5 , p 6 0 - 6 3 ; F l e s h e r e t a I , 2 0 0 5 , p 3 5 ) .
D e m a n d f o r U S A w h e a t c o l l a p s e d a f t e r t h e C r i m e a n W a r e n d e d - a n e a r l y b l o w t o a n
o v e r h e a t e d e c o n o m y . M a n y s m a l l W e s t e r n b a n k s , h a v i n g r e c k l e s s l y b a c k e d
s p e c u l a t i v e v e n t u r e s , s u d d e n l y f o u n d i t d i f f i c u l t t o r e c o v e r t h e i r l o a n s o r u n l o a d t h e i r
d e b t o r s ' n o t e s o n W a l l S t r e e t , e v e n a t h e a v y d i s c o u n t s . M i s m a n a g e d r a i l r o a d s a n d
u n d e r c a p i t a l i s e d f a c t o r i e s a n d s t o r e s w e n t b a n k r u p t a n d h a p l e s s i n v e s t o r s r u i n e d i n
b o t h U K a n d U S A ( J a c k s o n , 1 9 8 4 , p 5 6 - 5 7 ) .
T h e e c o n o m i c s l u m p w a s s h o r t . D u r i n g t h i s p e r i o d , t h e ' R o b b e r B a r o n s ' a p p e a r e d o n
W a l l S t r e e t ( S o b e l , 1 9 6 5 , p 6 3 ; J o s e r h s o n , 1 9 3 4 , p 5 - 9 ; P r e v i t s & M e r i n o , 1 9 9 8 , p 1 0 3 )
- a n e w b r e e d o f b r a s h p r o m o t e r s . 2 S o m e s t a t e s s o u g h t r e g u l a t i o n s t o c o n t r o l n e w
s e c u r i t i e s i s s u e d b y p u b l i c s e r v i c e c o r p o r a t i o n s - i n t h e f i r s t i n s t a n c e , r a i l r o a d s . T h e
s t a t u t e s w e r e n o t d e s i g n e d p r i m a r i l y t o p r o t e c t i n v e s t o r s f r o m f r a u d , b u t t o m o n i t o r
t h e c o s t s a n d c h a r a c t e r o f t h e s e r v i c e p e r f o r m e d b y p u b l i c s e r v i c e c o r p o r a t i o n s -
a r g u a b l y a s o c i a l i s s u e . W h i l e r a t e s w o u l d n o t b e s e t , i t w a s a r g u e d t h a t p u b l i c i t y a n d
r e l a t e d a d v e r s e p u b l i c o p i n i o n w o u l d c o n t r o l t h o s e c h a r g i n g i n e q u i t a b l e r a t e s
( H a w k i n s , 1 9 6 2 , p 1 2 7 , 1 2 9 - 1 3 2 ) .
F r o m 1 8 5 8 - 1 8 6 1 , e c o n o m i c c a u t i o n f o l l o w e d d e b a t e s b e t w e e n S o u t h a n d N o r t h
s u p p o r t e r s o f i r r e c o n c i l a b l e s o c i a l p o s i t i o n s ( S o b e l , 1 9 6 5 , p 6 7 ) . L a t e r , t o w a r d s t h e
e n d o f t h e C i v i l W a r , J P s a w t h e n e e d f o r c a p i t a l t o m e e t a n y r e c o n s t r u c t i o n o f
i n d u s t r y . H i s r e p u t a t i o n g r e w f o r t h e a b i l i t y t o a n a l y s e t h e m o s t c o m p l e x b a l a n c e
s h e e t a n d e x t r a c t a v e r y p r a c t i c a l p l a n o f a c t i o n , o f t e n w i t h o u t t i m e - w a s t i n g c i v i l i t i e s
( J a c k s o n , 1 9 8 4 , p 6 2 , p 8 2 ) .
T h e L i n c o l n i n a u g u r a t i o n a n d t h e C i v i l W a r w h i c h f o l l o w e d p r e s a g e d a g o l d e n e r a o f
s p e c u l a t i o n a n d f i n a n c i a l w r o n g - d o i n g ( L i t t l e t o n , 1 9 3 3 , p 2 7 3 ; S o b e l , 1 9 6 5 , p 7 1 - 7 3 ,
p I 0 9 ) . T i e s b e t w e e n t h e N o r t h a n d t h e W e s t s t r e n g t h e n e d , i n d u s t r i a l o u t p u t g r e w ,
8 1 S i r G e o r g e J e s s e l , t h e M a s t e r o f t h e R o l l s , c h i e f p u b l i c o f f i c i a l i n c h a r g e o f t h e d i s s o l u t i o n s o f
c o m p a n i e s w a s o f t h e o p i n i o n t h a t a n y p r o t e c t i o n o f s h a r e h o l d e r s v i a f i n a n c i a l s t a t e m e n t s w a s s i m p l y
a n i l l u s i o n ( E d w a r d s , 1 9 8 6 , p 1 l 7 ) . H e a l s o c l a i m e d ' P r o f i t o f c o u r s e i s a m e r e m a t t e r o f e s t i m a t e '
( C i t e d i n H e i n 1 9 7 8 , p 2 4 9 - 2 5 0 ) .
8 2 I n c l u d e d w a s J i m F i s k , a f o r m e r c i r c u s b a r k e r t u r n e d t h e a t r i c a l i m p r e s a r i o . H e t o o k o v e r t h e
u n d e r v a l u e d F a l l R i v e r S t e a m b o a t L i n e . A n o t h e r , D a n i e l D r e w , b e g a n t o f l o a t c o m p a n i e s t h a t o f f e r e d
e x t r a v a g a n t d i v i d e n d s o n i n s i g n i f i c a n t , o f t e n q u i t e i m a g i n a r y a s s e t s . A n o t h e r w a s J a y G o u l d , w h o w a s
a r g u a b l y s u b t l e r a n d m o r e d a n g e r o u s ( J a c k s o n , 1 9 8 4 , p 5 8 - 5 9 ) .
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b u s i n e s s ( e s p e c i a l l y r e l a t e d t o t h e r a i l r o a d i n d u s t r y ) f l o u r i s h e d , b o t h r e g a r d i n g g o o d s
a n d i n b o n d s a l e s t o t h e p u b l i c n e c e s s a r y t o f i n a n c e t h e U n i o n ' s e x p e n d i t u r e s . W h i l e
s o m e t h o u g h t t h e g o v e r n m e n t ' s d e f i c i t b u d g e t s f i n a n c i a l l y u n s o u n d , i n f l a t i o n a n d
p r o s p e r i t y f o l l o w e d . T h e s e e d s o f p e o p l e ' s c a p i t a l i s m w e r e s o w n f r o m t h e p u b l i c ' s
r e s p o n s e t o v a r i o u s s h a r e a n d b o n d i s s u e s ( S o b e l , 1 9 6 5 , p 6 9 - 7 0 ) . B u l l i o n b a c k i n g f o r
g o v e r n m e n t p a p e r s a w a v o l a t i l e m a r k e t i n g o l d a n d q u e s t i o n s o f t h e c o n t r o l o f
s p e c u l a t i o n w e r e r a i s e d i n t h e p o p u l a r p r e s s ( J a c k s o n , 1 9 8 4 , p 6 5 , p 7 4 ) . I n 1 8 6 4 ,
C o n g r e s s l e g i s l a t e d t o s t o p g o l d - f u t u r e s t r a d e b u t i t w a s u n a b l e t o c l o s e t h e m a n y
l o o p h o l e s . T h e a c t w a s s o o n r e p e a l e d ( S o b e l , 1 9 6 5 , p 7 4 - 7 5 ) .
C o n s i s t e n t w i t h c o n t e m p o r a r y U K ' f r e e t r a d e ' i d e a s , J P a r g u e d s t r o n g l y a g a i n s t a n y
a t t e m p t t o r e g u l a t e b u s i n e s s . C o n s e r v a t i v e U K f i n a n c e h o u s e s ( l i k e R o t h c h i l d a n d
B a r i n g s ) , c a u t i o u s l y a w a i t i n g t h e o u t c o m e o f t h e w a r , w e r e s u s p i c i o u s o f t h e p a p e r
c u r r e n c y f r o m W a s h i n g t o n . T h e y a l s o d i s a p p r o v e d o f W a l l S t r e e t ' s f e v e r i s h
s p e c u l a t i o n i n g o l d , r e c e i v i n g r e p o r t s f r o m r e l i a b l e a g e n t s w h i c h c o n f i r m e d
w i d e s p r e a d c i v i c c o r r u p t i o n o v e r l a n d g r a n t s a n d f r a n c h i s e s ( J a c k s o n , 1 9 8 4 , p 7 6 ) .
A f t e r t h e C i v i l W a r , g r o w t h i n i n v e s t m e n t i n m a n u f a c t u r i n g a s w e l l a s a g r i c u l t u r e a n d
m i n i n g v e n t u r e s w a s f i n a n c e d i n p a r t f r o m U K i n v e s t m e n t ( S o b e l , 1 9 6 5 , p 8 1 ) . T h e
p o s t - w a r s u r g e w a s b u i l t p r i m a r i l y o n t h e r a i l w a y e x p a n s i o n a r y b o o m . S o m e a t t e m p t s
t o d e m a n d i n f o r m a t i o n w e r e m a d e . I n 1 8 6 9 t h e N Y S E e s t a b l i s h e d t h e C o m m i t t e e o n
S t o c k L i s t . T h e c o m m i t t e e r e q u i r e d l i s t e d c o m p a n i e s t o p u b l i s h s o m e f o r m o f a n
a n n u a l f i n a n c i a l s t a t e m e n t . N o t a l l c o m p a n i e s a g r e e d a n d i t w o u l d b e 1 8 9 7 b e f o r e a
c o r p o r a t i o n ' s f i n a n c i a l r e p o r t w o u l d b e p u b l i s h e d ( H a w k i n s , 1 9 6 2 , p 2 4 2 - 2 4 3 ; S o b e l ,
1 9 6 5 , p 8 5 - 8 6 ) .
T h i s p e r i o d , t e r m e d t h e ' G i l d e d A g e ' ( P r e v i t s & M e r i n o , 1 9 9 8 , p l 0 3 - I 0 4 ) , s a w h e a v y
i n v e s t m e n t , e s p e c i a l l y i n r a i l r o a d s , a n d a s w i t c h i n f i n a n c i a l p o w e r . S u p p o r t
p r e v i o u s l y p r o v i d e d b y s m a l l s t a t e b a n k s n o w c a m e f r o m l a r g e f i n a n c i e r s a n d b a n k s .
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T h e l a t t e r w e r e a b l e t o f i n a n c e w h a t h a s b e e n d e s c r i b e d a s a p h e n o m e n a l i n d u s t r i a l
b o o m g e n e r a t e d b y i n v e n t i v e g e n i u s e s - t h e s u r n a m e s B e l l a n d E d i s o n w e r e t o
b e c o m e h o u s e h o l d n a m e s l i k e M c C o r m i c k o r R o c k e f e l l e r , w h o s e s u r n a m e s h a d
b e c o m e s y n o n y m o u s w i t h t h e c o r p o r a t i o n s I n t e r n a t i o n a l H a r v e s t e r a n d S t a n d a r d O i l
r e s p e c t i v e l y ( G r o s s , 1 9 9 6 , p 2 3 - 3 8 ; p 4 1 - 5 7 ) .
H o w e v e r , r a i l r o a d s h a r e s a n d m u n i c i p a l b o n d s c o n t i n u e d t o b e v i e w e d w i t h s u s p i c i o n
b y i n v e s t o r s . V a r i o u s s u s p e c t p r a c t i c e s w e r e f o l l o w e d
8 4
a n d c o r r u p t p o l i t i c a l b a c k i n g
w a s p r o v i d e d b y g r o u p s l i k e T a m m a n y H a l l i n N e w Y o r k . J P t e n d e d t o a v o i d a n y
i n v o l v e m e n t i n u n s e e m l y ' p u b l i c i t y - m o n g e r i n g ' . R a i l r o a d s w e r e t o b e t h e s o u r c e o f a
m a j o r b a t t l e b e t w e e n J P a n d t h e G o u l d - F i s k i n t e r e s t s . J P p r o v i d e d a s c h e m e t o s a l v a g e
t h e A l b a n y & S u s q u e h a n n a l i n e f r o m i t f a l l i n g i n t o t h e i r h a n d s , p a r t l y a s h e s c o r n e d
t h e m a s s c o u n d r e l s w h i c h i n t u r n l e d t o h i s s c o r n f o r p o l i t i c i a n s . J P ' s a c t i o n s h e l p e d
h i s r e p u t a t i o n o n W a l l S t r e e t . H o w e v e r , t h i s e v e n t w a s o v e r s h a d o w e d b y a n o t h e r b u l l
m a r k e t i n g o l d a n d i t s e v e n t u a l c o l l a p s e i n 1 8 6 9 w i t h t h e u s u a l d i s c l o s u r e o f
8 3 J a c k s o n ( 1 9 8 4 , p 8 3 ) s u g g e s t s t h i s s w i t c h w a s c o m p o u n d e d b y t h e f i n a n c i n g o f ' s h a d y c o m p a n i e s
[ w h i c h ] w o u l d s e l d o m h a v e s t o o d u p t o p r o p e r a u d i t i n g . '
8 4 T h e s e i n c l u d e d s t o c k w a t e r i n g i n t h e E r i e R a i l r o a d c a s e s a n d t h e u s e o f a d u m m y c o m p a n y s u c h a s
C r e d i t M o b i l i e r i n t h e U n i o n P a c i f i c c a s e .
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d i s h o n e s t y a n d s c a n d a l ( S o b e l , 1 9 6 5 , p 8 9 - 9 3 ; J a c k s o n , 1 9 8 4 , p 8 5 - 8 7 , p 8 9 - 9 0 , p 9 3 ,
p 1 0 2 ) .
T h e F r e n c h - P r u s s i a b a t t l e s i n 1 8 7 1 s a w f o r t h e f i r s t t i m e t h e H o u s e o f M o r g a n
b e c o m e i n v o l v e d i n i n t e r n a t i o n a l f i n a n c e ( J a c k s o n , 1 9 8 4 , p 9 5 ) . J P ' s p r e v i o u s f i r m w a s
d i s s o l v e d a n d D r e x e 1 , M o r g a n & C o e s t a b l i s h e d . T h i s n e w f i r m q u i c k l y m a d e i t s
n a m e w e l l k n o w n .
8 5
B o o m - b u s t a c t i v i t y c o n t i n u e d . 1 8 7 3 w a s t h e s t a r t o f a n o t h e r r e c e s s i o n ( S o b e 1 , 1 9 6 5 ,
p 9 7 - 9 8 ) . B a n k s r e s t r a i n e d c r e d i t , W a l l S t r e e t p r i c e s d r o p p e d a n d U K i n v e s t o r s
b e c a m e o n c e a g a i n w a r y . F o r t h e f i r s t t i m e t h e N Y S E c l o s e d . S o m e l i k e G o u 1 d
c o n t i n u e d t o p r o s p e r , h e l p e d b y t h e u s e o f h i s o w n p a p e r ' ? i n N e w Y o r k t o p u s h
v a r i o u s s t o c k s o r b o n d s t o h i s g r o u p ' s a d v a n t a g e .
T h e f o l l o w i n g f i v e - y e a r ' " s l u m p ' s p a r e d o n l y t h o s e w i t h a m p l e c a p i t a l a n d s t r o n g
n e r v e s . ' I n c l u d e d o f c o u r s e w a s J P ' s f i r m . H o w e v e r , h i s j u d g m e n t o f o t h e r s w a s
a r g u a b l y f l a w e d a s a l l p o l i t i c i a n s w e r e d i s m i s s e d a s e i t h e r s e l f - i m p o r t a n t f o o l s o r
k n a v e s w h o s o l d t h e i r p r i n c i p l e s t o t h e h i g h e s t b i d d e r ( J a c k s o n , 1 9 8 4 , p i 0 3 - 1 0 5 ) .
D e s p i t e h i s v i e w s o f p o l i t i c i a n s , J P m a i n t a i n e d c o n t a c t w i t h v a r i o u s a d m i n i s t r a t i o n s .
H e s o l v e d a p a y r o l l c r i s i s f o r t h e H a y e s a d m i n i s t r a t i o n i n 1 8 7 7 ( G r o s s , 1 9 9 6 , p 6 4 ) .
H o w e v e r , u n e c o n o m i c r a i l r o a d f a r e s a n d f r e i g h t c h a r g e s , u n i o n c a m p a i g n s f o r h i g h e r
w a g e s a n d p o t e n t i a l c h a n g e s i n m o n e t a r y p o l i c i e s b y t h e H a y e s a d m i n i s t r a t i o n
( e s p e c i a l l y r e g a r d i n g t h e i s s u e o f s i l v e r d o l l a r s ) s u g g e s t e d d i f f i c u l t t i m e s a h e a d . W h i l e
J P h a d b e e n m a i n l y d e a l i n g i n f o r e i g n e x c h a n g e a n d g o v e r n m e n t b o n d i s s u e s , i n 1 8 7 9
h e w a s u n e x p e c t e d l y i n v o l v e d i n a r a i l r o a d d e a l t h a t w o u l d t r a n s f o r m t h e i n d u s t r y a s
w e l l a s a d d i n g a n e n t i r e l y n e w d i m e n s i o n t o m e r c h a n t b a n k i n g ( J a c k s o n , 1 9 8 4 , p 1 1 5 -
1 1 6 ) i n t h e f i n a l t w o d e c a d e s o f t h e c e n t u r y .
2 . 5 . 2 A c c o u n t i n g i n t e r a c t i o n s
A s r e g a r d s I n s t i t u t i o n a l t e n s i o n s , i n f r a s t r u c t u r e i s s u e s w e r e m i n i m a l . H o w e v e r , a t
t h e p r o f e s s i o n a l l e v e l , t h i s p e r i o d s a w t h e f o r m a t i o n o f p r o f e s s i o n a l g r o u p s o f
a c c o u n t a n t s i n S c o t l a n d ( E d i n b u r g h , 1 8 5 4 , G l a s g o w , 1 8 5 5 ) a n d i n E n g l i s h c i t i e s
( 1 8 7 0 - 1 8 7 7 ) . I n 1 8 8 0 , t h o s e i n t h e E n g l i s h c i t i e s u n i t e d t o f o r m t h e I n s t i t u t e o f
C h a r t e r e d A c c o u n t a n t s i n E n g l a n d a n d W a l e s ( B r o w n , 1 9 0 5 ; L i t t l e t o n , 1 9 3 3 , p 2 6 5 ,
p 2 6 8 , p 3 0 5 , p 3 1 5 ; H o w i t t , 1 9 6 6 ) .
8 5 T h e s e c o n d G r a n t a d m i n i s t r a t i o n i s s u e d a n e w s e r i e s o f g o v e r n m e n t b o n d s a n d t h e f i n a n c i e r C o o k e ,
n e e d i n g f u n d s t o s u p p o r t h i s n e w a n d n o t s o s u c c e s s f u l i n v e s t m e n t s , s o u g h t a m o n o p o l y o n t h e i r
u n d e r w r i t i n g . C o o k e ' s g r o u p w a s o p p o s e d b y D r e x e l , M o r g a n & C o w h o u s e d a p r e s s c a m p a i g n h o s t i l e
t o C o o k e ' s g r o u p ( D r e x e l ' s o w n e d i n f l u e n t i a l n e w s p a p e r s ) a n d J P ' s s k i l l s i n o r g a n i s i n g a b a n k i n g
s y n d i c a t e t o o b t a i n a s h a r e o f t h e m a r k e t i n g o f t h e b o n d i s s u e ( S o b e l , 1 9 6 5 , p I 0 9 ) .
8 6 G o u l d o b t a i n e d a c o n t r o l l i n g i n t e r e s t i n t h e N e w Y o r k T r i b u n e ( w h i c h h a d b e e n c r i t i c a l o f h i s a c t i o n s )
a n d u s e d i t t o v o i c e h i s o w n i n t e r e s t s . I n d e e d , h e w a s n o t a b o v e i t s u s e t o d i s c r e d i t m a n a g e m e n t o f
c o r p o r a t i o n s h e w i s h e d t o t a k e o v e r ( S o b e l , 1 9 6 5 , p 1 1 5 - 1 1 6 ) .
8 7 S o b e l ( \ 9 6 5 , p I O O ) s u g g e s t s i t w a s f o r s i x y e a r s .
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D u r i n g t h e f i r s t f i v e y e a r s , t h e p r o f e s s i o n a l j o u r n a l T h e A c c o u n t a n t , ( e s t a b l i s h e d i n
1 8 7 4 ) w a s m a i n l y c o n c e r n e d w i t h i s s u e s o f a n i n s t i t u t i o n a l t y p e . L i t t l e t o n ( 1 9 3 3 ,
p 3 1 5 ) l i s t e d t h e m t h u s :
• b a n k r u p t c y s t a t u t e s a n d c o u r t c a s e s m a t t e r s ,
• d i s p u t e s b e t w e e n l a w y e r s a n d a c c o u n t a n t s r e g a r d i n g t h e i r f i e l d s o f w o r k , a n d
• t h e n e e d f o r p r o f e s s i o n a l a c c o u n t a n t s r a t h e r t h a n a m a t e u r a u d i t o r s .
I n f o r m a t i o n t e n s i o n s a l s o d e v e l o p e d , b u t a n y g u i d a n c e b y s t a t u t e t e n d e d t o d e a l w i t h
f o r m a n d c o n t e n t . T o L i t t l e t o n ( 1 9 3 3 , p 2 0 5 - 2 0 6 ) , o n e i n t e r a c t i o n w a s t h e n e e d i n t h e
n o w e x p a n d i n g c o r p o r a t i o n s f o r a c c u r a t e a n d e c o n o m i c a l r e c o r d i n g o f t h e l a r g e
v o l u m e o f t r a n s a c t i o n s . T o h i m , a n y r e s u l t i n g r e p o r t i n g b y m a n a g e m e n t t o
s h a r e h o l d e r s w a s a ' m e a n s o f c o n t r o l ' . 8 8
I n earl~ C o m p a n i e s A c t s , t h e b a l a n c e s h e e t c o n t i n u e d a s t h e d o m i n a n t a c c o u n t i n g
r e p o r t . 9 I t w a s d e s i g n e d t o g i v e i n v e s t o r s i n f o r m a t i o n o n t h e f i n a n c i a l p o s i t i o n o f t h e
c o m p a n y a t a c e r t a i n p o i n t i n t i m e . T h e 1 8 5 6 A c t h a d i n c l u d e d a m o d e l b a l a n c e s h e e t
w h i c h s e p a r a t e d a s s e t s a n d l i a b i l i t i e s i n t o f i x e d a n d c u r r e n t ( E d w a r d s , 1 9 8 6 , p 9 ) . 9 0
T h e l i n k t o t h e a c c o u n t s f r o m w h i c h i t w a s d e r i v e d w a s t o s o m e a p r o c e s s o f e v o l u t i o n
f r o m t h e d o u b l e - e n t r y s y s t e m o f b o o k k e e p i n g :
• d e b i t a n d c r e d i t ,
• t r i a l b a l a n c e ,
• b a l a n c e a c c o u n t ,
• b a l a n c e s h e e t ( L i t t l e t o n 1 9 3 3 , p 2 8 9 - 2 9 1 ; L e e , 1 9 7 6 , p 2 6 - 2 7 ) .
H o w e v e r , a s t a t e m e n t o f f i n a n c i a l p o s i t i o n m i g h t a l s o b e p r e p a r e d u n d e r a s i n g l e e n t r y
s y s t e m b y l i s t i n g a n d v a l u i n g a s s e t s a n d l i a b i l i t i e s ( H e i n , 1 9 7 8 , p 1 8 4 - 1 8 9 ) . I n d e e d , t h e
l a t e r D a v e y C o m m i t t e e ( s e e 2 . 6 ) r e c e i v e d t e s t i m o n y w h i c h r e c o m m e n d e d ( i n s t e a d o f
a b a l a n c e s h e e t ) a s t a t e m e n t o f a s s e t s a n d l i a b i l i t i e s b e r e q u i r e d ( H e i n , 1 9 7 8 , p 2 3 7 ;
E d w a r d s , 1 9 8 6 , p 1 3 0 ) . 9 1
O t h e r s w e r e m o r e s t r i d e n t i n t h e i r c r i t i c i s m s . J e s s e l , t h e n M a s t e r o f t h e R o l l s , t h e
c h i e f p u b l i c o f f i c i a l i n c h a r g e o f d i s s o l u t i o n s o f c o m p a n i e s , t e s t i f i e d t h a t h e h a d u t t e r
d i s t r u s t o f a c c o u n t s i n g e n e r a l a n d a b a l a n c e s h e e t i n p a r t i c u l a r ( E d w a r d s , 1 9 8 6 , p 1 1 7 ;
H e i n , 1 9 7 8 , p I 9 6 - 1 9 9 ) .
S o m e a p p r e c i a t i o n o f t h e l i m i t a t i o n s o f a c c o u n t i n g r e p o r t s w a s a c k n o w l e d g e d ,
e s p e c i a l l y i n t h e c a s e o f r e a d e r s i n e x p e r i e n c e d ' f i n b u s i n e s s ( E d w a r d s , 1 9 8 6 , p 1 1 5 ,
8 8 T h i s w a s c o n s i s t e n t w i t h r e s p o n s e s t o e a r l i e r U K f i n d i n g s ( r e c a l l 2 . 4 ) o f f r a u d u l e n t a c c o u n t s b e i n g
k e p t b y u n r e g i s t e r e d j o i n t - s t o c k p a r t n e r s h i p s .
8 9 I n C h a p t e r 4 , i t i s s h o w n t h a t i n t h e 1 9 2 0 s , a f t e r s o m e f i f t y y e a r s o f d i s c u s s i o n , t h e s t a t e m e n t o f p r o f i t
a n d l o s s w a s t o r e p l a c e t h e b a l a n c e s h e e t a s t h e r e p o r t o f p r i n c i p a l i n t e r e s t .
9 0 A r g u a b l y , t h i s s e p a r a t i o n w a s i n t r o d u c e d f r o m t h e i d e a s f r o m U K c l a s s i c a l e c o n o m i s t s o f f i x e d a n d
c i r c u l a t i n g c a p i t a l ( C h a t f i e l d , 1 9 7 7 , p 7 1 ) .
9 1 A s w i l l b e s e e n i n C h a p t e r 4 , t h e t w o r e p o r t s w e r e n o t n e c e s s a r i l y s e e n b y p r a c t i t i o n e r s a s b e i n g
s y n o n y m o u s .
9 2 W e s t ( 2 0 0 3 , p 5 4 ) w o u l d l a t e r r a i s e L e n i n ' s v i e w t h a t a c c o u n t i n g w a s n o t a m a t t e r o f e x p e r t
k n o w l e d g e b u t e a s i l y g r a s p e d b y a n y l i t e r a t e p e r s o n .
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p a r a I 9 6 4 ) . D e b a t e w a s a l s o h e l d o n w h e t h e r i n c o m e o r c a p i t a l c o u l d b e d e t e r m i n e d
w i t h s u f f i c i e n t a c c u r a c y t o l e g i s l a t e t o p r e v e n t a b u s e s w h e r e d i v i d e n d s w e r e p a i d o u t
o f c a p i t a l ( E d w a r d s , 1 9 8 6 , p I 0 1 - I 0 2 , p l l l e t a t ; H e i n , 1 9 7 8 , p I 8 9 - 1 9 0 ) . L i t t l e t o n
( 1 9 3 3 , p 2 1 6 - 2 1 7 ) f o u n d t h a t i n t h e 1 8 5 0 s , t h e b a l a n c e s h e e t w a s u s e d t o c a l c u l a t e ' n e t
r e v e n u e ' o r ' n e t p r o f i t ' . T h i s , h e s t a t e d , w a s a c o n c e p t o f p r o f i t a s s o c i a t e d w i t h
l i q u i d a t i o n ( o r w i n d i n g - u p ) o f a c o r p o r a t i o n . H e f o u n d t h i s u n s a t i s f a c t o r y i n t e r m s o f
a g o i n g - c o n c e r n . T o h i m , t h e ' m o d e m ' p r o b l e m w a s t o a s c e r t a i n ' i n c o m e ' - a t e r m t o
d o w i t h c o n t i n u i t y . ' P r o f i t ' , o n t h e o t h e r h a n d , w a s a t e r m t o b e u s e d w i t h o u t t h e
c o n s t r a i n t o f b e i n g a s s o c i a t e d w i t h p a r t i c u l a r p e r i o d s . "
T h e d e b a t e w a s t h e s u b j e c t o v e r f o l l o w i n g y e a r s o f v a r i o u s l e g a l c a s e s a n d i n c l u d e d
i s s u e s d e b a t e d t o t h i s d a y o n t h e m a i n t e n a n c e o f c a p i t a l , e s p e c i a l l y i n t i m e s o f
c h a n g i n g p r i c e l e v e l s , a n d o f s e e k i n g s u s t a i n a b l e d e v e l o p m e n t .
2 . 5 . 3 R e p o r t i n g o f l i a b i l i t i e s
T h e o r i g i n a l d r a f t b i l l o f t h e A c t o f 1 8 4 4 s i m p l y r e q u i r e d t h e d i s c l o s u r e o f d e b t s d u e
b y t h e C o m p a n y a t t h e d a t e o f m a k i n g s u c h b a l a n c e - s h e e t . H o w e v e r , t h i s r e q u i r e m e n t
w a s d e l e t e d f r o m t h e A c t . I n t h e A c t s o f 1 8 5 6 a n d 1 8 6 2 , t h e m o d e l b a l a n c e s h e e t
r e q u i r e d t h e s u b d i v i s i o n o f l i a b i l i t i e s i n t o w h a t a r e n o w c a l l e d f i x e d a n d c u r r e n t
c a t e g o r i e s a n d r e q u i r e d c o n t i n g e n t l i a b i l i t i e s b e s h o w n b e l o w t h e f o o t i n g s t o t h e
b a l a n c e s h e e t ( E d w a r d s , 1 9 8 6 , p l l 0 ) . D e b a t e w a s f o u n d a s t o w h e t h e r p r a c t i c e s o f t h e
t i m e m e t t h e s e s t a n d a r d s ( H e i n , 1 9 7 8 , p 2 3 1 - 2 3 2 ) .
N o t s u r p r i s i n g l y , g i v e n t h a t o n e c a t a l y s t f o r t h e 1 8 4 1 G l a d s t o n e C o m m i t t e e o f I n q u i r y
w a s c o l l a p s e s o f i n s u r a n c e c o m p a n i e s ; o f i n t e r e s t w a s t h e r e q u i r e m e n t f o r d i r e c t o r s o f
a n i n s u r a n c e c o m p a n y t o m a k e p r o v i s i o n f o r p r o b a b l e c l a i m s o n p o l i c i e s b e f o r e
d e c l a r i n g a n y d i v i d e n d ( L i t t l e t o n , 1 9 3 3 , p 2 2 0 ) . I m p l i c i t l y , t h e d e f i n i t i o n o f l i a b i l i t y
w a s b e i n g b r o a d e n e d .
2 . 6 T h e E x c e s s e s o f t h e l a t e 1 8 0 0 s
D u r i n g t h i s p e r i o d , t h e l a c k o f c o m p u l s o r y a u d i t e d f i n a n c i a l i n f o r m a t i o n s a w t h e
w e a k e n i n g o f s h a r e h o l d e r s ' l e g a l p o s i t i o n . A t t h e s a m e t i m e , m a n a g e m e n t c o u l d c l a i m
a n e e d f o r s e c r e c y , e v e n i n c a s e s w h e r e s h a r e h o l d e r s s o u g h t i n f o r m a t i o n a t a n n u a l
m e e t i n g s ( A r a n y a , 1 9 7 9 , p 2 6 6 ) . V a r i o u s c r i s e s c o n t i n u e d .
T h e f a i l u r e i n 1 8 7 8 o f C G B o c c u r r e d , a s p o i n t e d o u t i n 2 . 5 , d u r i n g a d o w n t u r n i n t h e
e c o n o m i c / t r a d e c y c l e . T h e p r e c e d i n g b o o m h a d s e e n t h e b a n k e m e r g e w i t h f o u r l a r g e
a c c o u n t s w i t h m e r c h a n t s i n v o l v e d i n t h e E a s t I n d i a n t r a d e w h o w e r e f r i e n d s o f b o a r d
m e m b e r s . W i t h t h e s l u m p , a l l f o u r a c c o u n t s r e q u i r e d a s s i s t a n c e . M a n a g e m e n t
e x t e n d e d a s s i s t a n c e b y i n c r e a s i n g t h e o v e r d r a f t s . I t w a s a r g u e d t h a t t h i s w a s s e e n a s
m o s t i m p r u d e n t i n b a n k i n g c i r c l e s o f t h e t i m e ( W a l l a c e , 1 9 0 5 ; R o s e n b l u m , 1 9 3 3 ,
p 2 8 5 ; V a l i a n c e , 1 9 5 5 , p 3 6 - 3 7 ; H a w k i n s , 1 9 6 2 , p I 7 ) .
I n 1 8 7 8 , r u m o u r s o f d i s q u i e t c i r c u l a t e d a s t h e q u a n t i t y o f C G B a c c e p t a n c e s i n t h e
m a r k e t i n c r e a s e d . H o w e v e r , p u b l i s h e d r e p o r t s r e v e a l e d n o a p p a r e n t w e a k n e s s e s a n d
t h e u s u a l d i v i d e n d d e c l a r e d . G i v e n t h e 4 0 - y e a r h i s t o r y o f t h e b a n k , i t s p a i d - u p c a p i t a l
9 ' L i t t l e t o n u s e d t h e c a s e o f a r e n t e d / l e a s e d p r o p e r t y - ' i n c o m e ' w a s t h e p e r i o d i c r e n t w h i l e ' p r o f i t '
r e l a t e d t o a g a i n o n t h e r e s a l e o f t h e p r o p e r t y .
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o f a n u n l i m i t e d l i a b i l i t y t y p e , r e p o r t e d d e p o s i t s a n d d i r e c t o r s o f r e p u t e , t h e r u m o u r s
s e e m e d u n s u b s t a n t i a t e d . L a t e r t h a t y e a r , a f t e r C O B d i d n o t o p e n i t s d o o r s , a
C o m m i t t e e o f I n v e s t i g a t i o n w a s a p p o i n t e d . I t w a s r e p o r t e d t h a t t h e b a n k h a d l a r g e
l o s s e s a n d i n s t a n c e s o f b o t h m i s m a n a g e m e n t a n d m a l p r a c t i c e w e r e f o u n d
( R o s e n b l u m , 1 9 3 3 , p 2 8 6 ; V a l i a n c e , 1 9 5 5 , p 3 4 - 3 5 ; H a l d a n e , 1 9 7 0 , p 5 3 - 5 4 ) .
T h e m i s m a n a g e m e n t w a s i n b o t h r e c k l e s s l e n d i n g v i a o v e r d r a f t t o t r a d e r s a n d t h e
s p e c u l a t i v e n a t u r e o f s o m e i n v e s t m e n t s ( r a n g i n g f r o m U S A r a i l w a y s t o A u s t r a l i a n
l a n d d e a l s ) . M a l p r a c t i c e a p p a r e n t l y h a d b e g u n i n 1 8 7 6 w h e n m a n a g e m e n t c h a n g e d a
d r a f t b a l a n c e s h e e t f r o m t h e b a n k ' s a c c o u n t a n t t o ' i m p r o v e ' t h e p o s i t i o n o f t h e b a n k .
T h e f i g u r e s w e r e m a n i p u l a t e d t o c o n c e a l t h e a c t u a l p o s i t i o n ( R o s e n b l u m , 1 9 3 3 , p 2 8 6 -
2 8 9 ; V a l i a n c e , 1 9 5 5 , p 3 8 ; H a l d a n e , 1 9 7 0 , p 6 0 - 6 2 ; T y s o n , 1 9 7 4 ; S y k e s , 1 9 8 8 , p 1 0 9 ) .
E a c h e n s u i n g y e a r t h e p r o b l e m b e c a m e m o r e u n w i e l d y .
A l t h o u g h m a n a g e m e n t a n d d i r e c t o r s w e r e c o n v i c t e d o f c r i m i n a l a c t s t o d e f r a u d
s h a r e h o l d e r s a n d t h e p u b l i c b y f a l s i f i c a t i o n o f a c c o u n t s f o r 1 8 7 6 , 1 8 7 7 a n d 1 8 7 8 , t h e
c o m p a r a t i v e l y l e n i e n t s e n t e n c e s s u g g e s t e d t o s o m e t h a t t h e y w e r e v i c t i m s o f t h e
e c o n o m i c c l i m a t e o f t h e d a y ( V a l i a n c e , 1 9 5 5 , p 3 4 , p 4 0 _ 4 1 ) . 9 4
T h e c a s e a d d e d t o q u e s t i o n i n g o f t h e i n f o r m a t i o n p r o v i d e d b y c o m p a n i e s ( C h a t f i e l d ,
1 9 7 7 , p I 4 7 ) . T h e r e v e l a t i o n s h i g h l i g h t e d a n i n p u t - d o m i n a t i o n o f r e p o r t s p r o d u c e d b y
a c c o u n t a n t s . I n t h e l e g a l s u m m a r y , r e f e r e n c e i s m a d e t o t h e d i f f i c u l t y f a c e d i n t h e
i n t e r p r e t a t i o n o f a c c o u n t i n g - t y p e e v i d e n c e . E v i d e n c e w a s g i v e n t h a t t h e b o o k k e e p i n g
p r o c e d u r e s f o l l o w e d r e s u l t e d i n v a r i o u s o u t c o m e s . I t w a s a r g u e d t h a t t h e b a l a n c e
s h e e t w a s i n a c c o r d w i t h t h e b o o k s , t h u s t r u l y r e f l e c t i n g t h e p r o c e d u r e s f o l l o w e d
w i t h i n t h e b a n k .
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I n 1 8 9 0 , f r a u d u l e n t s c h e m e s a m o n g a g r o u p o f c o m p a n i e s c e n t e r e d o n t h e L i b e r a t o r
P e r m a n e n t B e n e f i t B u i l d i n g S o c i e t y w e r e d i s c o v e r e d a f t e r i t s f a i l u r e , l e a d i n g t o
b a n k r u p t c y a n d a c r i m i n a l t r i a l . T h e f r a u d c o v e r e d a p e r i o d o f t w e n t y - f i v e y e a r s
w h i c h i n c l u d e d t h r e e b o o m s a n d s l u m p s , i n 1 8 7 2 , 1 8 8 2 a n d 1 8 9 0 ( V a l i a n c e , 1 9 5 5 ,
p 4 2 - 4 4 ) .
W h i l e a g a i n t h e o f f e n c e s i n v o l v e d t h e f a l s i f y i n g o f b o o k s ( a n d f r a u d u l e n t l y t a k i n g
i l l e g i t i m a t e c o m m i s s i o n s ) , o f i n t e r e s t w a s t h e a r b i t r a r y w r i t i n g u p o f t h e b o o k v a l u e o f
a s s e t s a n d t h e u s e o f grou~s o f r e l a t e d c o m p a n i e s t o s e l l p r o p e r t y a t o f t e n a n a r t i f i c i a l
p r i c e ( a n d r e l a t e d p r o f i t ) . 6 A s w e l l , i n t e r - c o m p a n y f i n a n c e w a s e x p l o i t e d b y c h e q u e s
9 4 A r g u a b l y , t h e c a s e l e d t o t h e r e q u i r e m e n t o f a c o m p u l s o r y a u d i t b e i n g i m p o s e d o n b a n k s u n d e r t h e
1 8 7 9 C o m p a n i e s A c t ( N o b e s & P a r k e r , 1 9 7 9 , p I 9 8 ) . T h e D a v e y C o m m i t t e e ( 1 8 9 5 ) a n d t h e 1 9 0 0
C o m p a n i e s A c t w o u l d s u b s e q u e n t l y r e c o m m e n d i t f o r a l l r e g i s t e r e d c o m p a n i e s ( H e i n , 1 9 7 8 , p 1 5 1 ;
E d w a r d s , 1 9 8 0 a , p 2 5 ; E d w a r d s , 1 9 8 0 , p 3 1 ) .
9 ' R e a s o n i n g s i m i l a r t o t h i s w o u l d b e p r e s e n t e d b y t h o s e i n t h e a c c o u n t i n g p r o f e s s i o n t o t h e v a r i o u s
c o m m i t t e e s s e t u p i n t i m e s o f r e f o r m a n d s e e n t o b e r e q u i r e d a f t e r m a n y m a j o r c o l l a p s e s o f
c o r p o r a t i o n s , w h e t h e r d u e t o m i s m a n a g e m e n t , f r a u d o r o t h e r r e a s o n s . S e e f o r e x a m p l e S y k e s ( 1 9 8 8 ,
p I 2 8 - 1 2 9 ) .
% E d w a r d s ( 1 9 7 9 , p 2 7 6 ) a r g u e s t h e p e r m i s s i v e n a t u r e o f t h e t i m e a l l o w e d m a n a g e m e n t t o ' p u b l i s h a
p r o f i t f i g u r e s u f f i c i e n t t o c o v e r t h e p a y m e n t o f t h e a n n u a l d i v i d e n d , r a t h e r t h a n a p r o f i t f i g u r e w h i c h
f a i r l y r e f l e c t e d t h e e c o n o m i c a c t i v i t y w h i c h h a d o c c u r r e d d u r i n g t h e a c c o u n t i n g p e r i o d . '
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b e i n g e x c h a n g e d a m o n g r e l a t e d c o m p a n i e s , s o m e t i m e s u s i n g a b a n k e s t a b l i s h e d b y
t h e g r o u p t o f a c i l i t a t e t h e s e m o v e m e n t s ( V a l i a n c e , 1 9 5 5 , p 4 4 - 4 6 , p 4 8 - 4 9 ) . I n t e r -
c o m p a n y s h a r e h o l d i n g s w e r e n o t p r o h i b i t e d a n d b y t h e 1 8 9 0 s w e r e f a i r l y c o m m o n
( W a l k e r , 1 9 7 8 , p 2 0 ) .
A g r o w i n g n u m b e r o f a b u s e s s u g g e s t e d r e f o r m o f c o m p a n y l a w w a s r e q u i r e d , l e a d i n g
t o t h e 1 8 9 5 D a v e y C o m m i t t e e o f I n q u i r y ( H a w k i n s , 1 9 6 2 , p 2 0 - 2 1 ; E d w a r d s , 1 9 8 0 a ,
p 2 3 ) . H o w e v e r , t h e r e w a s n o t c o m p l e t e d i s i l l u s i o n m e n t w i t h t h e a i m s o f t h e
C o m p a n i e s A c t s . L i m i t a t i o n s , i n c l u d i n g t h e l a c k o f p r o t e c t i o n o f i n v e s t o r s f r o m
a b u s e s , h a d t o b e b a l a n c e d w i t h t h e n e e d o f n e w c a p i t a l . I t w a s a r g u e d e m p h a s i s b e
p l a c e d o n c a s e s o f s u c c e s s f u l , l e g i t i m a t e c o m m e r c i a l e n t e r p r i s e s w h i c h h a d s u p p l i e d
i n v e s t o r s w i t h f u l l a n d c o m p l e t e i n f o r m a t i o n . H e r e i t w a s f o u n d d i s c l o s u r e w a s n o t
c o n t r a r y t o i n v e s t o r i n t e r e s t s . R e q u i r e d w a s t h e a d o p t i o n , b y a l l c o m p a n i e s , o f t h e
d i s c l o s u r e p r a c t i c e s o f t h e h o n e s t c o m p a n i e s , p e r h a p s v o l u n t a r i l y . I f n o t , a
m o d i f i c a t i o n t o t h e e x i s t i n g c o m p a n y l a w h a d t o e n s u r e h o n e s t , l e g i t i m a t e c o m p a n i e s
w e r e n o t i n j u r e d ( H a w k i n s , 1 9 6 2 , p 2 3 _ 2 4 ) . 9 7
T h e D a v e y C o m m i t t e e s o u g h t t o b a l a n c e t h e r e q u i r e d p r o t e c t i o n o f t h e i n v e s t i n g
p u b l i c w i t h t h e n e e d f o r c o m p a n i e s t o r a i s e t h e f u n d s f o r i n v e s t m e n t . I t r e c o m m e n d e d
s t o c k h o l d e r s r e c e i v e a n a u d i t e d b a l a n c e s h e e t b u t w a s u n a b l e t o m a k e a n y
r e c o m m e n d a t i o n s o n t h e c o m p u t a t i o n a n d r e p o r t i n g o f i n c o m e " C e r t a i n p a r t i c u l a r s
o f t h e b a l a n c e s h e e t w e r e m a d e c o m p u l s o r y . I t w a s p o i n t e d o u t t h a t e x p e r i e n c e d
a c c o u n t a n t s h a d s a t o n t h e C o m m i t t e e s o t h a t a n y r e c o m m e n d a t i o n s r e l a t e d t o
f i n a n c i a l a c c o u n t i n g h a d s o m e s t a n d i n g ( H a w k i n s , 1 9 6 2 , p 2 7 ; p 3 0 - 3 1 ; A r a n y a , 1 9 7 9 ,
p 2 6 7 ) .
T h e r e s u l t i n g 1 9 0 0 C o m p a n i e s A c t c o n t i n u e d t h e p a t t e r n f o r s u b s e q u e n t l e g i s l a t i o n i n
t h e a r e a o f s e c u r i t y r e g u l a t i o n , o n e b a s e d o n t h e s o - c a l l e d p h i l o s o p h y o f d i s c l o s u r e
( H a w k i n s , 1 9 6 2 , p 3 2 ) . T h e a p p r o a c h w a s s e e n a s b e i n g i n c o n t r a s t w i t h t h e U S A
a p p r o a c h o f s u p e r v i s i o n ( M a n l e y , 1 9 7 6 , p 6 0 ) . 9 9 W a l k e r ( 1 9 7 7 , p 7 8 ) a r g u e d t h e
' p h i l o s o p h y o f d i s c l o s u r e ' a p p r o a c h w a s a t b e s t a n o v e r s t a t e m e n t o f t h e c a s e . I n s t e a d ,
W a l k e r c o n c l u d e d t h a t t h e e v i d e n c e f o u n d i n t h e v a r i o u s C o m p a n i e s A c t s s u p p o r t e d a
c l a i m o f d i s c l o s u r e r u l e s b e i n g e s t a b l i s h e d , b u t t h i s d i d n o t e v o l v e i n t o a d i s c l o s u r e
p o l i c y . W a l k e r ( P 8 0 ) i n s t e a d c o n c l u d e d f r o m h i s a n a l y s i s ( P 7 8 - 8 0 ) ,
T h e h i s t o r y o f B r i t i s h c o m p a n y l a w i s h a r d l y c o n s i s t e n t w i t h t h e c l a i m t h a t
B r i t i s h g o v e r n m e n t s e s p o u s e d a ' p h i l o s o p h y o f d i s c l o s u r e ' . A m o r e p l a u s i b l e
i n t e r p r e t a t i o n i s t h a t t h e l e g i s l a t u r e r e s i s t e d d e m a n d s f o r f u l l e r c o r p o r a t e
a c c o u n t a b i l i t y a n d w a s s y m p a t h e t i c t o w a r d s a p p e a l s f o r b u s i n e s s p r i v a c y .
S i m i l a r a r g u m e n t s w i l l b e m e t i n l a t e r C h a p t e r s .
9 7 T h i s w a s e s t a b l i s h e d b y t h e p r o f o r m a h o n e s t y s t a t e m e n t t h a t w o u l d b e r e q u i r e d f r o m d i r e c t o r s . I t
w o u l d r e c u r i n f o l l o w i n g A c t s a n d s u p p o r t e d i n t h e r e l a t e d C o m m i t t e e s o f I n q u i r y .
9 8 E d w a r d s ( 1 9 8 0 a , p 2 6 ) ; t h i s l a t e r b e c a m e w o r k f o r a s e l e c t g r o u p o f e x p e r t s .
9 9 M a n l e y w a s w r i t i n g o f t h e H a t r y c a s e w h i c h i s r e t u r n e d t o i n 4 . 2 . 1 .
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2 . 6 . 1 T h e U S A s c e n e
A s t r e n g t h e n i n g o f U S A i n f l u e n c e i n c o r p o r a t e a f f a i r s , r e l a t i v e t o t h a t o f U K , w a s
n o t e d . B u s i n e s s i n g e n e r a l a n d a c c o u n t i n g i n p a r t i c u l a r w e r e w o v i d e d w i t h m u c h
m o r e p r o m i n e n c e i n U S A t h a n t h a t g e n e r a l l y f o u n d i n O K . 0 0 U n u s u a l w e a t h e r
p a t t e r n s i n O K a n d E u r o p e i n 1 8 7 9 - s n o w i n J u l y - d e s t r o y e d c r o p s t h e r e . T h i s
e n s u r e d b o o m t i m e s i n U S A w h i c h e n j o y e d h i g h c r o p h a r v e s t s a n d p r i c e s . D e b a t e o n
a r e t u r n t o t h e g o l d s t a n d a r d w a s w o n b y t h o s e w h o s o u g h t a ' s o u n d d o l l a r ' . W h i l e
i n v e s t m e n t b a n k e r s w e r e n o t n e w , t h e y b e c a m e t h e v a n g u a r d f o r a b u l l m a r k e t ( S o b e l ,
1 9 6 5 , p I 0 5 - I 0 7 ) .
L i t i g a t i o n o n C o m m o d o r e V a n d e r b i l t ' s e s t a t e r e s u l t e d i n a d e c i s i o n t o s e l l p a r t o f i t s
r a i l r o a d e m p i r e , e s s e n t i a l l y t h e N e w Y o r k C e n t r a l . J P o r g a n i s e d a s y n d i c a t e f o r t h e
d e a l a n d w a s a p p o i n t e d t o t h e b o a r d . A p r e c e d e n t w a s e s t a b l i s h e d b y t h i s h u g e s a l e o f
s e c u r i t i e s b y p r i v a t e n e g o t i a t i o n ( S o b e l , 1 9 6 5 , p I 0 8 ) . I n t h e p a s t , W a l l S t r e e t f i n a n c e
h o u s e s h a d b e e n c o n t e n t t o a c t a s a g e n t s o r i n t e r m e d i a r i e s f o r a c o m m i s s i o n , w i t h
b a n k s p u r s u i n g t h e i r t r a d i t i o n a l r o l e o f m o n e y l e n d e r s t o p r o m o t e r s .
J P r e a l i s e d a f i n a n c e h o u s e l i k e h i s , i f b a c k e d b y p o w e r f u l m u s c l e , m i g h t s e c u r e
c o m p a n y d i r e c t o r s h i p s . F u r t h e r , i n t h e c a s e o f l e s s p o w e r f u l c o r p o r a t i o n s , m a n a g e r i a l
c o n t r o l m i g h t b e s e i z e d f r o m b o a r d s l a c k i n g w o r k i n g c a p i t a l i n p e r i o d s o f c r i s i s .
B o a r d p o w e r c o u l d t h e n b e e x e r c i s e d f o r t h e j u d i c i o u s i s s u e o f s t o c k ( w i t h a l m o s t
l i m i t l e s s s c o p e ) t o a m a l g a m a t e w e a k u n i t s . S t r u g g l i n g r a i l r o a d s c o u l d b e m a d e i n t o
c o h e s i v e p r o f i t - m a k i n g c o r p o r a t i o n s t o a t t r a c t i n v e s t o r s d i s i l l u s i o n e d b y m e n l i k e
G o u l d . J P p e r c e i v e d t h e b l u e p r i n t o f t h e s t r a t e g y t h a t w o u l d t r a n s f o r m t h e w h o l e f i e l d
o f i n v e s t m e n t . T h i s w a s t o b e c o m e k n o w n o n W a l l S t r e e t a s ' M o r g a n i z a t i o n ' ( S o b e l ,
1 9 6 5 , p I 4 7 - 1 7 3 ; J a c k s o n , 1 9 8 4 , p I 2 2 - 1 2 3 ) .
T o J P , a b a l a n c e d r a i l r o a d s y s t e m w a s n e c e s s a r y f o r t h e n a t i o n a l e c o n o m y . 1 0 1 O f
r e l a t e d c o n c e r n w a s t h a t t w o m o s t p o w e r f u l i n d u s t r i a l i s t s , C a m e g i e a n d h i s s t e e l
m o n o p o l y a n d R o c k e f e l l e r ' s S t a n d a r d O i l , 1 0 2 e x t r a c t e d p r e f e r e n t i a l t r e a t m e n t f o r t h e i r
f r e i g h t . W e a k e r c o m p e t i t o r s w e r e e l i m i n a t e d a n d h a r s h c o n d i t i o n s i m p o s e d o n t h e
o f t e n h a p l e s s w o r k f o r c e ( J a c k s o n , 1 9 8 4 , p I 2 4 - 1 2 5 ) .
A s m e n t i o n e d e a r l i e r , J P ' s s n a p j u d g m e n t s w e r e o f t e n b a s e d o n h i s i n s t i n c t i v e l i k e s o r
d i s l i k e s , i n c l u d i n g o f a p e r s o n ' s s o c i a l b a c k g r o u n d a n d b u s i n e s s r e c o r d . T h e r e c o r d o f
t h e R e p u b l i c a n c a n d i d a t e i n 1 8 8 4 b e i n g r a t h e r s u g g e s t i b l e , J P p r e f e r r e d t h e D e m o c r a t
C l e v e l a n d f o r p r e s i d e n t ( d e s p i t e h i s l o w - t a r i f f p o l i c i e s ) w h o , o n e l e c t i o n , i n h e r i t e d a
l e g a c y o f h i g h u n e m p l o y m e n t , r i s i n g p r i c e s a n d a c u t e l a b o u r u n r e s t . W a l l S t r e e t ,
1 0 0 T h i s w o u l d c o n t i n u e o v e r t i m e , a s f o r i n s t a n c e , H a n d y ( 2 0 0 1 , p I 2 5 - 1 2 6 ) w h i l e d i s c u s s i n g h i s
v e r s i o n o f U S A c a p i t a l i s m , r e c a l l s w h a t h e s a w a s a d i f f e r e n c e b e t w e e n U S A a n d U K c o n d i t i o n s , ' I
w a s g o i n g t o t h e M a s s a c h u s e t t s I n s t i t u t e o f T e c h n o l o g y t o l e a m t h e t h e o r i e s a n d p r a c t i c e o f b u s i n e s s i n
t h e l a n d w h e r e , I g a t h e r e d , b u s i n e s s a n d t h e s c h o o l s o f b u s i n e s s w e r e u n i v e r s a l l y a d m i r e d . I t w a s
d i f f e r e n t i n B r i t a i n i n 1 9 6 6 . T h e r e w e r e n o p r o p e r b u s i n e s s s c h o o l s , a n d b u s i n e s s w a s n o t t h o u g h t
w o r t h y o f s e r i o u s s t u d y . W h e n I t o l d a f r i e n d t h a t I w a s g o i n g t o M I T i n p r e p a r a t i o n f o r j o i n i n g t h e n e w
L o n d o n B u s i n e s s S c h o o l , h e l o o k e d p u z z l e d , t h e n a s k e d i f M I T s t o o d f o r t h e M o n t r e a l I n s t i t u t e o f
T y p i n g . B a c k t h e n , t o m o s t p e o p l e i n B r i t a i n , a b u s i n e s s s c h o o l m e a n t a s e c r e t a r i a l c o l l e g e . '
' 0 1 H o w e v e r , s o m e r e p o r t e r s w e r e t o q u e s t i o n t h e p r i c i n g o f t a r i f f s a n d f a r e s , l e a d i n g t o V a n d e r b i l t ' s
f a m o u s r e t o r t , ' T h e p u b l i c b e d a m n e d ! ' ( S e e S o b e l , 1 9 6 5 , p I 1 5 ) .
1 0 2 T h i s c o m p a n y c o n t r o l l e d 9 5 p e r c e n t o f r e f i n i n g c a p a c i t y i n U S A .
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a l r e a d y o v e r e x t e n d e d b y w i l d c a t r a i l r o a d f i n a n c e , w a s s o o n r o c k e d b y s c a n d a l s
( J a c k s o n , 1 9 8 4 , p 1 3 6 - 1 3 7 ) a n d t h e p a n i c o f 1 8 8 4 .
1 0 3
F a c e d w i t h a n o t h e r r a i l r o a d b a t t l e , J P a p p l i e d h i s v o t i n g t r u s t f o r m u l a , c l a i m i n g a
m o n o p o l y e l i m i n a t e d w a s t e a n d i n e f f i c i e n c y a n d w a s t h u s b e n e f i c i a l t o t h e
s h a r e h o l d e r s a n d m a n a g e m e n t ( S o b e l , 1 9 6 5 , p I 2 0 - 1 2 1 ) . O t h e r s r e m a i n e d
u n c o n v i n c e d , i n c l u d i n g p a s s e n g e r s w h o w o u l d p a y h i g h e r f a r e s , w o r k e r s w h o w e r e
l e s s a b l e t o b a r g a i n f o r s h o r t e r h o u r s a n d b e t t e r p a y a n d , a b o v e a l l , t h e s m a l l e r
c o m p a n i e s w h o n o w f a c e d r i s i n g f r e i g h t c o s t s w h i l e m o n o l i t h s l i k e C a r n e g i e a n d
R o c k e f e l l e r e n j o y e d p r i v i l e g e d r e b a t e s ( J a c k s o n , 1 9 8 4 , p I 4 3 _ 1 4 4 ) . l o 4
C l e v e l a n d ' s a d m i n i s t r a t i o n w a s e x p e c t e d t o c h a n g e p a r t i c u l a r g o v e r n m e n t p o l i c i e s .
T h e f o r e s h a d o w e d c h a n g e s t u r n e d t o b e i l l u s o r y , a s C l e v e l a n d w a s h a p p y w i t h t h e
p r e v i o u s s y s t e m . H e s i m p l y t r i e d t o m a k e i t m o r e e f f i c i e n t . W h i l e n o t p r o - b u s i n e s s ,
h i s l a i s s e z f a i r e p o l i c i e s d u r i n g 1 8 8 4 - 1 8 9 6 , a s s u m m a r i s e d b y S o b e l ( 1 9 6 5 , p I 2 6 ) ,
s a w ' g r e a t e r s o c i a l a n d e c o n o m i c c o n c e n t r a t i o n s d e v e l o p t h a n a t a n y o t h e r t i m e i n t h e
n a t i o n ' s h i s t o r y . '
D e a l i n g w i t h e c o n o m i c a n d s o c i a l d i s c o n t e n t w a s c o n s i d e r e d b e y o n d t h e s c o p e o f
g o v e r n m e n t . F a r m e r s w e r e i n r e l a t i v e d e c l i n e , w o r k e r s i n a n i n d u s t r i a l s o c i e t y f a c e d
p r o b l e m s a n d b i g b u s i n e s s w a s e x p a n d i n g . S p e c i a l i n t e r e s t g r o u p s w e r e f o r m e d , s o m e
b e c o m i n g q u i t e p o w e r f u l ( P r e v i t s & M e r i n o , 1 9 9 8 , p l 0 5 ) . T h e P o p u l i s t P a r t y w a s
f o r m e d , b e c o m i n g t h e v o i c e p r i m a r i l y o f t h e f a r m e r g r o u p . S o m e b u s i n e s s g r o u p s
f o r m e d p o o l s t o d i s c o u r a g e c o m p e t i t i o n a n d p r i c e c u t t i n g , t h u s m a x i m i s i n g p r o f i t s .
T h e I n t e r s t a t e C o m m e r c e A c t ( I C A ) 1 0 5 ( w h i c h m a r k e d t h e s t a r t o f n e w i n d u s t r y -
g o v e r n m e n t r e l a t i o n s h i p s ) d e c l a r e d p o o l s i n t h e r a i l r o a d i n d u s t r y i l l e g a l , l e a d i n g t o a
d e c l i n e o f t h e u s e o f t h a t i n s t r u m e n t . I n s t e a d , a t r u s t f o r m u l a w a s u s e d ( S o b e l , 1 9 6 5 ,
p I 2 6 - 1 2 8 , p I 7 7 ) .
T h e t r u s t m e t h o d b e c a m e m o r e p o t e n t a f t e r t h e p a s s a g e i n 1 8 8 9 o f a s t a t u t e i n t h e s t a t e
o f N e w J e r s e y l 0 6 p e r m i t t e d o n e c o r p o r a t i o n t o h o l d s h a r e s i n a n o t h e r c o r p o r a t i o n - a
1 0 3 I t i n c l u d e d t h e d e m i s e o f t h e f o r m e r P r e s i d e n t ' s f i r m G r a n t a n d W a r d . W a r d w a s q u i t e a c r i m i n a l ,
s e e k i n g a n d a l l o c a t i n g i n v e s t m e n t i n v a r i o u s f i n a n c i a l s c h e m e s w h i c h p r o m i s e d i n v e s t o r s h i g h y i e l d s -
w h i c h h e d i d b y p a y i n g d i v i d e n d s o u t o f c a p i t a l . A s e r i e s o f f i r m s c o l l a p s e d a s a r e s u l t ( S o b e l , 1 9 6 5 ,
p I 1 8 - 1 1 9 ) .
1 0 4 S o m e ' l o o s e ' r e p o r t i n g m e t h o d s w e r e a l l e g e d l y u s e d t o a c c o u n t f o r t h e s e r e b a t e s ( G r o s s , 1 9 9 6 , p 4 6 -
4 9 ) .
1 0 ' W a l k e r ( 1 9 7 8 , p 1 2 2 , f o o t n o t e o m i t t e d ) , ' T h e r a i l r o a d i n d u s t r y w a s a t t i m e s f i e r c e l y c o m p e t i t i v e -
w i t h c o r p o r a t i o n s s t r i v i n g t o d e f e a t c o m p e t i t i o n a n d s u b s e q u e n t l y m a i n t a i n a m o n o p o l i s t i c s i t u a t i o n .
A t t e m p t s a t e x p l o i t a t i o n i n t h e s e s i t u a t i o n s w e r e r e s p o n d e d t o b y s t a t e r e g u l a t o r y a c t i o n - a n d l a t e r i n
1 8 8 7 b y t h e p a s s a g e o f t h e f e d e r a l I n t e r s t a t e C o m m e r c e A c t . '
1 0 6 W a l k e r ( \ 9 7 8 , P 1 2 4 , f o o t n o t e o m i t t e d ) w r i t e s , ' R e g a r d l e s s o f w h e t h e r t h e n e w J e r s e y e n a c t m e n t s
w e r e a c a l c u l a t e d s t a n d a g a i n s t " t h e h y s t e r i a o f t h e t i m e s " [ F o o t n o t e o m i t t e d ] , a s o p h i s t i c a t e d a t t e m p t
t o a i d b u s i n e s s i n t e r e s t s o r s i m p l y a c r u d e e f f o r t t o g a r n e r t h e r e v e n u e s o b t a i n a b l e f r o m c o r p o r a t e
r e g i s t r a t i o n s , t h e e x t e n s i o n o f c o r p o r a t e p o w e r s i n t h i s d i r e c t i o n o f f e r e d h o p e o f e v a d i n g t h e a n t i - t r u s t
l e g i s l a t i o n . '
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p r a c t i c e p r e v i o u s l y c o n s i d e r e d g r o s s l y i m p r o p e r , b e i n g s a n c t i o n e d o n l y r a r e l y b y
s p e c i a l l e g i s l a t i o n . W h a t f o l l o w e d w a s t h e e s t a b l i s h m e n t o f a h o l d i n g c o r p o r a t i o n i n
N e w J e r s e y . l ' " t h e t a k e o v e r o f v a r i o u s o t h e r s b y i s s u i n g s h a r e s i n t h e h o l d i n g
c o r p o r a t i o n a n d t h e e s t a b l i s h m e n t o f a c o n g l o m e r a t e , p e r h a p s b i g e n o u g h t o c a p t u r e
t h e n a t i o n a l m a r k e t . l ' " B y 1 8 9 2 , l a r g e c o m p a n i e s w e r e p u b l i s h i n g c o n s o l i d a t e d
s t a t e m e n t s ( H e i n , 1 9 7 8 , p 2 7 3 ) .
V a r i o u s f i n a n c i e r s l i k e J P u s e d t h e c o r p o r a t e f o r m o f o r g a n i s a t i o n t o c r e a t e e x t r e m e l y
l a r g e a n d f o r m i d a b l e c o n g l o m e r a t e s ( L i t t l e t o n , 1 9 3 3 , p 9 ; S o b e l , 1 9 6 5 , p I 2 8 - 1 2 9 ;
P r e v i t s & M e r i n o , 1 9 9 8 , p l 0 7 - 1 0 8 ) . T h e w o r k o f p e o p l e s u c h a s P o o r , M o o d y a n d
D u n s o u g h t t o p r o v i d e s t a k e h o l d e r s i n g e n e r a l a n d s h a r e h o l d e r s i n p a r t i c u l a r w i t h d a t a
o n t h o s e o r g a n i s a t i o n s ( S o b e l , 1 9 6 5 , p 1 3 I - 1 3 2 , p I 7 5 - 1 7 7 ) . P r a c t i c e s s u c h a s p o o l s
a n d c o r n e r s , m i s m a n a g e m e n t a n d o u t r i g h t f r a u d s a w t h e e s t a b l i s h m e n t o f t h e
I n t e r s t a t e C o m m e r c e C o m m i s s i o n ( I C C ) ( L i t t l e t o n , 1 9 3 3 , p 2 3 6 ) . C o n g r e s s a t t a c k e d
t h e g r o w t h i n t r u s t s , p a r t i c u l a r l y i n t h e r a i l r o a d s , a s t h e i r c o n s o l i d a t e d s y s t e m s
c o n t r o l l e d 4 5 p e r c e n t o f t h e c o u n t r y ' s e n t i r e m i l e a g e . P r e s i d e n t G r a n t s u p p o r t e d t h e
e n a c t m e n t o f t h e I C A b y w h i c h s e c r e t r e b a t e s a n d t h e l i k e w e r e t o b e m a d e i l l e g a l .
H o w e v e r , c a s e s b r o u g h t b y t h e c o m m i s s i o n w e r e u s u a l l y l o s t o n a p p e a l t o t h e
S u p r e m e C o u r t ( J a c k s o n , 1 9 8 4 , p I 4 7 ) .
C a v e a t e m p t o r a n d l a i s s e z f a i r e r e m a i n e d t o t h e f o r e . I n p r i v a t e , J P a g a i n a t t a c k e d
g o v e r n m e n t i n t e r f e r e n c e i n b u s i n e s s . H e s u p p o r t e d t h e R e p u b l i c a n H a r r i s o n , t h e
s u c c e s s f u l c a n d i d a t e i n t h e 1 8 8 8 e l e c t i o n . H i s a d m i n i s t r a t i o n h o p e f u l l y w o u l d c h e c k
t h e g r o w t h o f t h e n e w P o p u l i s t m o v e m e n t ' F ' w h i c h p l e d g e d t o d e s t r o y B i g B u s i n e s s ,
t r u s t s , a n d m o n o p o l i e s . J P d i s m i s s e d i t a s t y p i c a l o f t h e n e w a n a r c h y a n d n o t h r e a t t o
h i s ' M o r g a n i z a t i o n ' ( J a c k s o n , 1 9 8 4 , p I 4 8 ) . J P d i d n o t f o r e s e e t h e t e m p e r i n g o f t h e
g o a l s o f t h e P o p u l i s t m o v e m e n t i n t o o n e o f s o c i a l c o n t r o l o v e r v a r i o u s e x c e s s e s .
B y 1 8 8 9 , m a n y o f t h e s m a l l e r r a i l r o a d l i n e s w e r e b a n k r u p t f o l l o w i n g r a m p a n t o v e r -
s p e c u l a t i o n a n d m i s m a n a g e m e n t . I n v e s t o r c o n f i d e n c e i n W a l l S t r e e t ( a n d t h e C i t y o f
L o n d o n ) w a s l o w ( S o b e l , 1 9 6 5 , p 1 3 3 - 1 3 4 ; J a c k s o n , 1 9 8 4 , p I 4 8 - 1 4 9 ) . T o J P , t h i s
s i t u a t i o n c a l l e d f o r M o r g a n i z a t i o n , l e a d i n g t o w h a t w a s c a l l e d t h e ' G e n t l e m e n ' s
A g r e e m e n t ' . C o n g r e s s , l a b o u r l e a d e r s , a n d i n d u s t r i a l i s t s l i k e C a r n e g i e a n d t h e
R o c k e f e l l e r s w e r e r e m i n d e d t h a t J P h a d f o r t h e f i r s t t i m e c l e a r l y i d e n t i f i e d h i m s e l f a s
t h e c h a m p i o n o f i n v e s t m e n t p o w e r . T h i s p o w e r c o u l d b e i m p o s e d o n s t o c k h o l d e r s a n d
i n d e p e n d e n t o p e r a t o r s a l i k e . E d i s o n , f o r o n e , s o o n l e a r n e d t h a t M o r g a n i z a t i o n w o u l d
n o t b e r e s t r i c t e d t o t h e r a i l r o a d b u s i n e s s ( J a c k s o n , 1 9 8 4 , p I S O ) .
1 0 7 M a y ( 1 9 3 6 , p 4 0 ) , w r i t i n g i n 1 9 2 6 , r e f e r r e d t o ' a s o m e w h a t u n d i g n i f i e d c o m p e t i t i o n f o r n e w
i n c o r p o r a t i o n s ' b y t h a t s t a t e .
1 0 8 A r n o l d ( 1 9 3 7 , p 1 9 3 ) c o m m e n t e d : ' L a w s a g a i n s t m o n o p o l y a n d r e s t r a i n t o f t r a d e w e r e e a s i l y e v a d e d
i n t h e f a i r y l a n d w h e r e m e n p r e t e n d e d t h a t o r g a n i z a t i o n s w e r e m e n w h o o w n e d p r o p e r t y . N o t h i n g i n t h e
M i d d l e A g e s c o m p a r e s f o r s h e e r f a n t a s y w i t h t h e h o l d i n g c o m p a n y , o r w i t h m o d e r n s e c u r i t y
m a n i p u l a t i o n b y w h i c h c o n t r o l o f l a r g e o r g a n i z a t i o n s m a y b e o b t a i n e d w i t h o u t i n v e s t m e n t r i s k . E q u a l l y
f a n t a s t i c w a s t h e n o t i o n t h a t a c o r p o r a t i o n h a d t h e r i g h t s o f a c i t i z e n o f t h e s t a t e w h i c h i n c o r p o r a t e d i t . '
1 0 9 A l t h o u g h C l e v e l a n d w o u l d b e a t H a r r i s o n i n t h e 1 8 9 2 e l e c t i o n , t h e P o p u l i s t P a r t y p o l l e d w e l l i n
p o p u l a r v o t e a s w e l l a s w i n n i n g t h e e l e c t o r a l v o t e s i n f o u r s t a t e s ( S o b e l , 1 9 6 5 , p 1 3 5 ) .
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E d i s o n a n d t h e g r o w i n g I n s u l l e m p i r e
1
I D b e c a m e a f o c u s o f J P ' s i n v e s t m e n t a c t i v i t i e s .
I n s u l l e x h i b i t e d t a l e n t s i n o r g a n i s a t i o n a n d s k i l l s i n b u s i n e s s , e v e n b e s t i n g J P i n
v a r i o u s w a y s r e g a r d i n g E d i s o n c o m p a n i e s w h i c h b e c a m e l a r g e U S A u t i l i t y g r o u p s .
O n e c o n t r i b u t i o n a t t r i b u t e d t o I n s u l l i s t h e u s e o f t h e o p e n - e n d m o r t g a g e b y w h i c h
d e b t c o u l d b e c o n t i n u a l l y r e f i n a n c e d ( S o b e l , 1 9 6 5 , p 2 4 3 ) . I n s u l l ' s a c t i v i t i e s a r e
r e t u r n e d t o i n 4 . 2 .
D e s p i t e t h e ' G e n t l e m e n ' s A g r e e m e n t ' , r a i l r o a d f a i l u r e s c o n t i n u e d a n d U K i n v e s t o r s
a g a i n b e c a m e w a r y . P u b l i c d i s q u i e t s u p p o r t e d r e f o r m s l i k e t h e S h e r m a n A n t i - t r u s t
A C t .
H 1
P o l i t i c a l d e b a t e a n d p o t e n t i a l a c t i o n c o n t i n u e d r e g a r d i n g t h e s i l v e r - g o l d p o l i c y
a s s p e c i e p a y m e n t t o s u p p o r t t h e U S A c u r r e n c y ( S o b e l , 1 9 6 5 , p 1 3 6 - 1 3 9 ) . A s w e l l ,
e c o n o m i c a n d m o n e t a r y c r i s e s o c c u r r e d i n A r g e n t i n a . T h e o l d e s t a b l i s h e d L o n d o n
h o u s e , B a r i n g B r o t h e r s , s u d d e n l y f a c e d i n s o l v e n c y a s t h e y c a r r i e d h u g e b l o c k s o f
u n s a l e a b l e A r g e n t i n e b o n d s a n d h a d l i a b i l i t i e s o f o v e r L 2 0 m i l l i o n .
1 l 2
T h e M o r g a n
f i r m s j o i n e d a n i n t e r n a t i o n a l g u a r a n t e e f u n d t o r e s o l v e t h e B a r i n g ' s c r i s i s , p r o m o t i n g
J P ' s n a m e i n t o t h e h i g h e s t e c h e l o n s o f i n t e r n a t i o n a l b a n k i n g ( J a c k s o n , 1 9 8 4 , p 1 5 6 -
1 5 7 ) .
W h e n t h e C l e v e l a n d a d m i n i s t r a t i o n r e g a i n e d o f f i c e i n 1 8 9 3 , i t o n c e a g a i n i n h e r i t e d a n
e c o n o m y i n d i s a r r a y : t h e f r e e c o i n a g e o f s i l v e r , a p a r a l l e l d r a i n o n g o l d b y n e r v o u s
f o r e i g n i n v e s t o r s , t h e f a i l u r e o f a l m o s t 6 0 0 b a n k s , t h e h a l v i n g o f m o s t W a l l S t r e e t
s t o c k s , a r i s e i n f o o d p r i c e s , a s l u m p i n w a g e s a n d s o a r i n g u n e m p l o y m e n t ( J a c k s o n ,
1 9 8 4 , p 1 6 6 - 1 6 7 ) . A t t h e s a m e t i m e , s o m e b u s i n e s s m e n d e a l i n g w i t h t h e r a i l r o a d s a n d
o t h e r p u b l i c s e r v i c e c o r p o r a t i o n s w e r e b e c o m i n g d i s i l l u s i o n e d , a t t h e s t a t e l e v e l , w i t h
t h e u s e o f p u b l i c i t y a s a r a t e - c o n t r o l l i n g d e v i c e . A g i t a t i o n a r o s e f o r m o r e s t r i n g e n t
a n d d i r e c t g o v e r n m e n t c o n t r o l o f s u c h c o m p a n i e s ( H a w k i n s , 1 9 6 2 , p 1 3 1 - 1 3 2 ) .
D e s p i t e t h i s , J P p l a n n e d a r e o r g a n i z a t i o n o f N o r t h e r n P a c i f i c ,
H o w e v e r , a g o l d c r i s i s i n t e r v e n e d i n 1 8 9 4 - 1 8 9 5 . T h e a d m i n i s t r a t i o n s o u g h t t o i s s u e
m o r e g o l d b o n d s t o a v e r t i m m i n e n t b a n k r u p t c y a n d p r e s e r v e n a t i o n a l h o n o u r a n d
c r e d i t ( S o b e l , 1 9 6 5 , p 1 2 1 , p 1 4 l - 1 4 3 ; J a c k s o n , 1 9 8 4 , p I 7 l ) . L o c a l a n d i n t e r n a t i o n a l
i n v e s t o r s w e r e u n i m p r e s s e d w i t h t h e t e r m s . J P ' s f i r m 1 1 3 p r o p o s e d t o t h e a d m i n i s t r a t i o n
1 1 0 S o b e l , ( 1 9 6 5 , p 2 4 3 ) : ' I n 1 8 9 2 h e w e n t t o C h i c a g o a s h e a d o f t h e C h i c a g o E d i s o n C o m p a n y , a n d
w i t h i n f i f t e e n y e a r s h a d o r g a n i z e d t h e C o m m o n w e a l t h E d i s o n C o m p a n y a s o n e o f t h e n a t i o n ' s l a r g e s t
u t i l i t i e s . I n s u l l m a d e s e v e r a l i m p o r t a n t c o n t r i b u t i o n s t o A m e r i c a n b u s i n e s s i d e o l o g y a n d p r a c t i c e i n t h i s
p e r i o d . . . H e e x p a n d e d C o m m o n w e a l t h ' s c o v e r a g e g r e a t l y , b r i n g i n g e l e c t r i c i t y t o a r e a s w h i c h o t h e r
u t i l i t i e s i g n o r e d f o r r e a s o n s o f e c o n o m y . l n s u l l b e l i e v e d t h a t t h r o u g h r a p i d b u t c a r e f u l e x p a n s i o n a n d
f u l l u t i l i z a t i o n o f p l a n t , r a t e s c o u l d b e l o w e r e d a n d p r o f i t s i n c r e a s e d a t t h e s a m e t i m e . '
1 1 1 W a l k e r , ( 1 9 7 8 , P 1 2 2 ) , ' P u b l i c h o s t i l i t y t o w a r d s m o n o p o l i s t i c p r a c t i c e s w a s f o c u s s e d o n t h e
a c t i v i t i e s o f a v a r i e t y o f s o - c a l l e d " p o o l s " a n d " t r u s t s " . . . . A n t a g o n i s m t o w a r d s p o o l s a n d t r u s t s w a s
r e f l e c t e d i n s t a t e l a w s o r a m e n d m e n t s t o s t a t e c o n s t i t u t i o n s a i m e d a t b a n n i n g c o m b i n a t i o n s . I n 1 8 9 0 t h e
f e d e r a l l e g i s l a t u r e p a s s e d t h e S h e r m a n A n t i - T r u s t A c t . '
1 1 2 G r e e n & M o s s ( 1 9 8 2 , p 9 ) c o m m e n t , ' T h e d i f f i c u l t i e s o f B a r i n g B r o t h e r s , t h e o l d - e s t a b l i s h e d
L o n d o n m e r c h a n t b a n k w h o s e S o u t h A m e r i c a n c o m m i t m e n t s w e r e i n j e o p a r d y d u r i n g 1 8 9 0 , h a d
t h r o w n t h e i n v e s t m e n t a n d b a n k i n g w o r l d i n t o c o n f u s i o n . T h e p o s i t i o n o f B a r i n g s w a s e v e n t u a l l y
s a f e g u a r d e d b y i n t e r v e n t i o n f r o m t h e B a n k o f E n g l a n d a n d t h e c o m m e r c i a l b a n k s , b u t t r u s t s s u c h a s t h e
G o v e r n m e n t S t o c k w e r e l e f t w i t h s e r i o u s l y d e p r e c i a t e d s e c u r i t i e s . ' T h e G o v e r n m e n t S t o c k a n d O t h e r
S e c u r i t i e s I n v e s t m e n t C o w a s e s t a b l i s h e d i n 1 8 7 1 t o i n v e s t i n g o v e r n m e n t o r g o v e r n m e n t g u a r a n t e e d
s e c u r i t i e s . I n t e r e s t i n g l y , n o s u c h r e s c u e w o u l d b e f o r t h c o m i n g i n t h e 1 9 9 0 s w h e n B a r i n g s c o l l a p s e d
a f t e r t r a d e r s i n d e r i v a t i v e s p r o d u c e d l o s s e s a p p r o a c h i n g U S $ I b n ( H o g a n , 1 9 9 7 ) .
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a p r i v a t e s y n d i c a t e t o s e l l t h e b o n d s . C l e v e l a n d r e j e c t e d t h e p l a n , b u t J P p e r s i s t e d , h i s
p e r s o n a l g u a r a n t e e s t o t h e P r e s i d e n t b e i n g a k e e n p a r t o f C l e v e l a n d ' s f i n a l a c c e p t a n c e
o f t h a t o f f e r ( G r o s s , 1 9 9 6 , p 6 5 ) . R e s i s t a n c e t o a s e c o n d p r i v a t e s y n d i c a t e , h o w e v e r ,
w a s w i d e s p r e a d , r e c e i v i n g s u p p o r t f r o m p a r t s o f C o n g r e s s a n d t h e p o p u l a r p r e s s ,
l e a d i n g t o J P e v e n t u a l l y d i s s o l v i n g t h e s y n d i c a t e .
J P w a s t h w a r t e d a l s o i n h i s p l a n s f o r t h e r a i l r o a d i n d u s t r y . H o w e v e r , t h i s w a s n o t o f
t h e s a m e i m p o r t a n c e t o h i m a s t h e r e p l a c e m e n t o f C l e v e l a n d w i t h a R e p u b l i c a n
a d m i n i s t r a t i o n d e d i c a t e d t o t h e g o l d s t a n d a r d . J P e v e n t u a l l y s u p p o r t e d M c K i n l e y w h o ,
w i t h a l o n g c o n g r e s s i o n a l r e c o r d , m a d e a s a f e c a n d i d a t e w h o p l e d g e d t o s u p p o r t g o l d .
H e a l s o a t t r a c t e d h u n d r e d s o f t h o u s a n d s o f c a m p a i g n d o l l a r s f r o m t h e b e e f a n d s u g a r
t r u s t s , S t a n d a r d O i l , a n d C a m e g i e S t e e l ( S o b e l , 1 9 6 5 , p I 4 7 - 1 4 9 ; J a c k s o n , 1 9 8 4 ,
p I 8 7 ) .
M c K i n l e y ' s 1 8 9 6 a d m i n i s t r a t i o n i n c l u d e d a s A s s i s t a n t S e c r e t a r y o f N a v y T h e o d o r e
R o o s e v e l t . J P w a s o n e o f m a n y R e p u b l i c a n s s t a r t l e d b y R o o s e v e l t ' s t e r m a s N e w
Y o r k ' s p o l i c e c o m m i s s i o n e r . W h i l e a g r e e i n g w i t h r e f o r m o f t h e p o l i c e f o r c e a n d a n
a t t a c k o n T a m m a n y H a l l ' s c o r r u p t i o n , s l u m c l e a r a n c e c a m e u n c o m f o r t a b l y c l o s e t o
D e m o c r a t - t y p e s o c i a l p o l i c i e s . R o o s e v e l t w a s t o r e s i g n a n d p a r t i c i p a t e i n t h e S p a n i s h -
A m e r i c a n w a r . T h e r e s u l t i n g U S A d o m i n a n c e o v e r t h e f o r m e r S p a n i s h c o l o n i e s h a d
i m p l i c a t i o n s f o r W a l l S t r e e t a s i t c o i n c i d e d w i t h U S A ' s d e b u t i n g l o b a l f i n a n c e a s a
l e n d e r r a t h e r t h a n i t s t r a d i t i o n a l b o r r o w i n g r o l e ( J a c k s o n , 1 9 8 4 , p I 9 0 - 1 9 1 ) .
T h e M c K i n l e y R e p u b l i c a n a d m i n i s t r a t i o n s a w n o n e e d f o r a n y g o v e r n m e n t a c t i o n a s i t
w a s i n p a r t g u i d e d b y a g r o u p w h i c h b e l i e v e d t h a t w h a t w a s g o o d f o r l a r g e
c o r p o r a t i o n s w a s i n t u r n g o o d f o r t h e c o u n t r y . ' ! " T h e a d m i n i s t r a t i o n m a d e i m p o t e n t
t h e S h e r m a n A n t i t r u s t A c t a n d e n c o u r a g e d t h e s t r a t e g y o f f o r m i n g c o n g l o m e r a t e s v i a
s t o c k o w n e r s h i p . i " ' M o r g a n i z a t i o n ' e x p a n d e d . J P ' s f i r m t i g h t e n e d i t s h o l d o n t h e
c o u n t r y ' s m a j o r r a i l r o a d s , d i r e c t l y o r a s f i s c a l a g e n t s . I t d o m i n a t e d t h e p o l i c i e s o f
G e n e r a l E l e c t r i c , I n t e r n a t i o n a l H a r v e s t e r a n d W e s t e r n U n i o n . I t e x p a n d e d i t s
i n v e s t m e n t i n l i f e i n s u r a n c e c o m p a n i e s , p r o v i d i n g b a n k i n g m u s c l e a n d f i n a n c i a l
e x p e r t i s e t o t h e p l a n s o f o t h e r s . T h e f u t u r e U n i t e d S t a t e s S t e e l C o r p o r a t i o n f o r
e x a m p l e w o u l d f o l l o w a n d b e c o m e t h e w o r l d ' s f i r s t b i l l i o n - d o l l a r m e r g e r ( J a c k s o n ,
1 9 8 4 , p 1 9 1 , 1 9 7 - 2 0 8 ) . I n d e e d , S o b e l ( 1 9 6 5 , p I 4 7 - 1 7 3 ) t i t l e d h i s C h a p t e r 9 T h e
M o r g a n i z a t i o n o f A m e r i c a : 1 8 9 6 - 1 9 0 3 .
1 1 3 T h e f i r m w a s n o w n a m e d J . P . M o r g a n & C o a f t e r t h e s u d d e n d e a t h o f D r e x e l .
1 1 4 T h i s w a s a n e a r l i e r v e r s i o n o f t h e m i d - t w e n t i e t h c e n t u r y c l a i m " W h a t i s g o o d f o r G M i s g o o d f o r t h e
U S A ' .
1 1 5 B e r l e ( 1 9 5 4 , p 4 5 - 4 6 ) c o m m e n t e d , ' T h e r e s u l t o f t h e c o m p e t i t i v e s y s t e m w h e n m a n y u n i t s w e r e
i n v o l v e d w a s t o p u s h o u t t h e l e a s t e f f i c i e n t u n i t s , o r p e r h a p s t h e w o r s t - p l a c e d s t r a t e g i c a l l y . T h e r e s u l t
o f g r e a t c o r p o r a t i o n s f i g h t i n g e a c h o t h e r i s e i t h e r c o n s o l i d a t i o n , o r e l i m i n a t i o n o f o n e o f t h e u n i t s , o r
a c c e p t a n c e o f a s i t u a t i o n i n w h i c h t h e p l a c e o f e a c h i s a p p r o x i m a t e l y r e s p e c t e d .
' T h e f i r s t e f f e c t o f c o m p e t i t i o n w i t h i n a c o n c e n t r a t e i s t o e l i m i n a t e m a n y , p e r h a p s m o s t , o f t h e s o -
c a l l e d " i n d e p e n d e n t s " - t h e c r o w d o f s m a l l e r u n i t c o m p e t i t o r s . T h e y m a y b e e l i m i n a t e d b y b a n k r u p t c y ,
o r t h e y m a y b e c o n s o l i d a t e d i n t o a s i n g l e o r g a n i z a t i o n c a p a b l e o f m a i n t a i n i n g i t s e l f . I n e i t h e r c a s e
m a n y s m a l l u n i t s d i s a p p e a r . C a r r i e d t o e x t r e m e s - a s w a s t h e c a s e i n t h e l a s t h a l f o f t h e n i n e t e e n t h
c e n t u r y - t h e r e s u l t w a s m o n o p o l y . '
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T h e N Y S E b e g a n t o r e q u i r e l i s t e d c o r p o r a t i o n s t o f i l e a n n u a l r e p o r t s , a p r o v i s i o n
w h i c h h a d b e e n c o n s i d e r e d e a r l i e r . I n g e n e r a l , b a n k e r s l i k e J P a n d o t h e r b u s i n e s s m e n
r e s e n t e d a t t e m p t s b y g o v e r n m e n t a n d b o d i e s l i k e t h e N Y S E t o r e q u i r e c o r p o r a t i o n s t o
p r o v i d e i n f o r m a t i o n a b o u t t h e i r o p e r a t i o n s ( S o b e l , 1 9 6 5 , p 1 7 8 ) . T h i s w a s d e s p i t e t h e
a b i l i t y o f b a n k e r s o r f i n a n c i e r s t o r e q u i r e d a t a a s p a r t o f a n y r e q u e s t f o r f i n a n c e .
P u b l i c d i s c o n t e n t c o n t i n u e d , f o l l o w i n g r e v e l a t i o n s i n c a s e s l i k e t h e N o r t h e r n P a c i f i c
c o r n e r o f 1 9 0 1 ( s e e 3 . 2 ) . 1 1 6 T h i s p r o v i d e d , a m o n g o t h e r thin~s, a m m u n i t i o n f o r t h o s e
w h o w e r e w o r r i e d b y t h e i n c r e a s i n g p o w e r o f ' b i g b u s i n e s s ' . 1 7
I n 1 8 9 7 , a t e n - y e a r a d v a n c e b e g a n , e n d i n g w i t h t h e 1 9 0 7 c o l l a p s e ( S o b e l , 1 9 6 5 , p 1 5 4 -
1 5 6 ) . T h e U K s e t s o f d i s c l o s u r e r u l e s d e v e l o p e d u n d e r t h e G l a d s t o n e a n d D a v e y
C o m m i t t e e s w e r e n o t a d o p t e d i n U S A . I n s t e a d , p a r t i c u l a r S t a t e s a t t e m p t e d d i r e c t l y t o
r e g u l a t e s e c u r i t y i s s u e s - a m e t h o d p r e v i o u s l y r e j e c t e d b y t h o s e C o m m i t t e e s
( H a w k i n s , 1 9 6 2 , p 3 6 ) . H o w e v e r , o t h e r f o r c e s w e r e t o s e e k g r e a t e r d i s c l o s u r e o f
c o r p o r a t e a c t i v i t i e s a s a b a r r i e r a g a i n s t t h e s u p p o s e d s o c i a l a n d e c o n o m i c e v i l s
b r o u g h t a b o u t b y t h e v a r i o u s t r u s t s a n d c o m b i n a t i o n s .
W h e n C o n g r e s s e s t a b l i s h e d t h e I n d u s t r i a l C o m m i s s i o n ( l C ) i n 1 8 9 8 , o n e o f i t s
c o n c e r n s w a s t o p r o m o t e g r e a t e r c o r p o r a t e p u b l i c i t y ( H a w k i n s , 1 9 6 2 , p 6 9 - 7 0 ; P r e v i t s
& M e r i n o , 1 9 9 8 , p I 8 4 - 1 8 6 ) . I n 1 9 0 0 , t h e r e - e l e c t i o n o f M c K i n l e y s u p p o r t e d a b u l l
m a r k e t a n d s a w J P ' s r e p u t a t i o n g r o w ( S o b e l 1 9 6 5 , p I 6 0 - 1 6 2 ) . A t t h e s a m e t i m e , t h e
I C r e c o m m e n d e d t w o s e t s o f d i s c l o s u r e s o f c o r p o r a t e a f f a i r s ( H a w k i n s , 1 9 6 2 , p 7 0 -
7 4 ) .
T h e f i r s t d e a l t w i t h d i s c l o s u r e s t a n d a r d s f o r n e w l y f o r m e d c o r p o r a t i o n s , d e a l i n g
m a i n l y w i t h i n d u s t r i a l p r o s p e c t u s d i s c l o s u r e . L i k e m o s t w h o o v e r t h e y e a r s h a v e
a d v o c a t e d g r e a t e r p u b l i c i t y , I C m e m b e r s w e r e n o t s p e c i f i c o n d e t a i l s t o b e d i s c l o s e d
f o r s a f e a n d i n t e l l i g e n t i n v e s t m e n t . P e r h a p s i n l i n e w i t h U K e x p e r i e n c e s , f u l l d e t a i l s
w e r e t o b e p r o v i d e d a b o u t o r g a n i z a t i o n , p r o p e r t y a n d a l l o t h e r m a t e r i a l i n f o r m a t i o n .
T h e s e c o n d s e t r e l a t e d t o e s t a b l i s h e d c o r p o r a t i o n s . T h e a i m s i n c l u d e d p r o p o s a l s t o
c u r b t h e p o w e r o f b i g b u s i n e s s a n d t o p r o t e c t t h e i n t e r e s t o f e x i s t i n g s t o c k h o l d e r s ,
c o n s u m e r s a n d e m p l o y e e s . W i t n e s s e s w e r e a s k e d s p e c i f i c q u e s t i o n s a b o u t U K
C o m p a n i e s A c t s . O n e s u g g e s t i o n w a s t h a t i n U S A , a d v o c a t e s o f p u b l i c i t y s a w i t a s a
m e a n s o f r e f o r m i n g c o r p o r a t e a b u s e s , w h e r e a s i n U K , d i s c l o s u r e w a s t o p r o t e c t
i n v e s t o r s w h i l e e n c o u r a g i n g i n v e s t m e n t i n n e w e n t e r p r i s e s . C e r t a i n l y , t h e
r e c o m m e n d a t i o n s w e r e b a s e d o n e v i d e n c e w h i c h s u g g e s t e d t h a t g r e a t e r p u b l i c i t y o f
c o r p o r a t e a f f a i r s w o u l d o v e r c o m e e v i l s o f t r u s t s , c o m b i n a t i o n , s p e c u l a t i o n ,
o v e r c a p i t a l i z a t i o n , m i s r e p r e s e n t a t i o n o r c o n c e a l m e n t b y m a n a g e m e n t o f m a t e r i a l f a c t s
f r o m i n v e s t o r s a n d t h e u s e o f i n s i d e r i n f o r m a t i o n b y m a n a g e m e n t a t t h e e x p e n s e o f
s h a r e h o l d e r s .
1 1 6 I P f a c e d p r e s s u r e a s o p p o s i n g g r o u p s b o u g h t i n t o N o r t h e r n P a c i f i c l e a d i n g t o a f i e r c e b a t t l e f o r i t s
c o n t r o l . S o m e o p e r a t o r s s o l d s h o r t a n d a c o r n e r i n t h e m a r k e t f o l l o w e d . I n t u r n , a s l u m p c r i p p l e d m a n y
o t h e r s o u n d s e c u r i t i e s . l P ' s s o l u t i o n w a s a l a r g e n e w h o l d i n g c o m p a n y , t h e N o r t h e r n S e c u r i t i e s
C o r p o r a t i o n , t o s e t t l e d i s p u t e s a r i s i n g f r o m t h e c o r n e r a n d t o p r e v e n t f u t u r e s h a r e m a r k e t r a i d s o n
s e l e c t e d r a i l r o a d p r o p e r t i e s ( J a c k s o n , 1 9 8 4 , p 2 1 3 - 2 1 4 ) .
1 1 7 T h i s a r g u m e n t h a s b e e n t h e t h e m e f o r p o p u l a r n o v e l s , s e e L u d l u m ( 1 9 8 5 ) .
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T h e l e ' s r e c o m m e n d a t i o n s c e r t a i n l y s t r e n g t h e n e d t h e c a u s e o f t h o s e w h o s o u g h t
f e d e r a l r e g u l a t i o n o f i n d u s t r i a l c o m b i n a t i o n s t h r o u g h p u b l i c i t y . O n e w h o a d v o c a t e d
s u c h a p o l i c y w a s T h e o d o r e R o o s e v e l t . H e s a w t r u s t s a n d c o m b i n a t i o n s a s a n
i n e v i t a b l e o u t g r o w t h o f m o d e r n i n d u s t r i a l l i f e , b e i n g i n t h e m s e l v e s n o t i n j u r i o u s t o t h e
p u b l i c . H o w e v e r , a b u s e s o f p o w e r b y c o r p o r a t e m a n a g e r s a n d p r o m o t e r s n e e d e d a
r e m e d y . H e s a w p u b l i c i t y a s a f i r s t s t e p t o w a r d a c h i e v i n g a m o r e e f f e c t i v e a n d
b r o a d e r f o r m o f g o v e r n m e n t r e g u l a t i o n s o v e r b u s i n e s s a c t i v i t i e s ( H a w k i n s , 1 9 6 2 , p 9 0 -
9 2 ) .
2 . 6 . 2 A c c o u n t i n g i n t e r a c t i o n s
W h i l e t h e r e w a s , d u r i n g t h e l a t t e r p a r t o f t h e c e n t u r y , a c t i v e p u b l i c s u p p o r t f o r
c o m p a n y l a w r e f o r m i n a c c o u n t i n g ( E d e y , 1 9 7 9 , p 2 2 5 ) , i t t e n d e d t o b e c o n c e r n e d w i t h
I n s t i t u t i o n a l c o n c e r n s l i k e r e g i s t r a t i o n a n d c i r c u l a t i o n o f a c c o u n t s . G u i d a n c e o n
s p e c i f i c s o f r e p o r t i n g w a s m i n i m a l . C e r t a i n l y , d i s c l o s u r e r u l e s w e r e f o u n d i n v a r i o u s
A c t s a n d r e l a t e d c a s e l a w , b u t t h e s e g u i d e l i n e s s t i l l l a c k e d u n d e r l y i n g r e a s o n i n g o t h e r
t h a n q u a l i t a t i v e s t a n d a r d s ( l i k e ' t r u e a n d c o r r e c t ' ) a n d t h e e s t a b l i s h m e n t o f w h a t w e r e
t o b e k n o w n a s c o n v e n t i o n s - w h i c h w e r e t o l e a d t o i n f o r m a t i o n t e n s i o n s . W h a t
r e m a i n e d u n c h a n g e d w a s t h e n e e d f o r s e c r e c y s u r r o u n d i n g f i n a n c i a l a f f a i r s ( P r e v i t s &
M e r i n o , 1 9 9 8 , p 1 1 7 ) .
Y a m e y ( 1 9 7 9 ) r e v i e w e d t h e d e v e l o p m e n t o f a c c o u n t i n g c o n v e n t i o n s i n c o m p a n y
r e p o r t i n g . ! " H e ( 1 9 7 9 , p 2 3 4 ) s u g g e s t s t h i s o c c u r r e d w i t h i n a c o n t e x t o f t h e
c a l c u l a t i o n o f p r o f i t w h i c h w a s a t t h a t t i m e s i m p l y a n e l e m e n t o f t h e b a l a n c e s h e e t
( a m o n g c a p i t a l , a s s e t s a n d l i a b i l i t i e s ) . I n d e e d , h e a r g u e s t h a t c a l c u l a t i o n d o m i n a t e d
t h e a c c o u n t i n g s c e n e e v e n t h o u g h t h e p u b l i c a t i o n o f a p r o f i t a n d l o s s s t a t e m e n t w o u l d
n o t b e m a d e c o m p u l s o r y u n t i l t h e n e x t c e n t u r y . A r g u a b l y , t h e c o n v e n t i o n s w e r e t o
m e e t t w o r e q u i r e m e n t s :
( 1 ) d e l i m i t p r o f i t t o t h a t a v a i l a b l e a s d i v i d e n d s t o s h a r e h o l d e r s , a n d
( 2 ) p r o v i d e a n i n d e x f o r s h a r e h o l d e r s o f t h e p r o f i t a b i l i t y o f c o n t i n u i n g e n t i t i e s
( Y a m e y , 1 9 7 9 , p 2 3 9 ) .
T h e c o n v e n t i o n s c o v e r e d b o t h p r o f i t a n d a s s e t i s s u e s , w i t h l i t t l e c o n s i d e r a t i o n o f
l i a b i l i t i e s . T h e l i q u i d i t y o f a c o m p a n y w a s l i n k e d t o c h a n g e s i n t h e n e t c u r r e n t a s s e t s
o f t h e f i r m , s o s u c h c h a n g e s w e r e o n l y i n c l u d e d i n t h e p r o f i t c a l c u l a t i o n i f r e a l i s e d b y
a c t u a l s a l e s . S i m i l a r a r g u m e n t s w e r e u s e d t o e x c l u d e c h a n g e s i n t h e v a l u e o f f i x e d
a s s e t s . A n o t h e r c o n v e n t i o n w a s t o e x c l u d e a n y u n u s u a l , n o n - c u r r e n t o r i r r e g u l a r i t e m s
f r o m t h e p r o f i t c a l c u l a t i o n w h i c h m i g h t d i s t o r t t h e i n d e x o f p e r f o r m a n c e a n d s o
m i s i n f o r m s h a r e h o l d e r s . ' ! " A s r e g a r d s a s s e t s , t h e r e p o r t i n g o f t h e g o i n g c o n c e r n v a l u e
o f f i x e d a s s e t s a n d t h e u s e o f t h e l o w e r o f c o s t o r m a r k e t v a l u e i n r e p o r t i n g i n v e n t o r y
p r o v i d e d i l l u s t r a t i o n s ( Y a m e y , 1 9 7 9 , p 2 3 5 - 2 3 6 ) . T h e s e c o n v e n t i o n s w o u l d p r o v i d e
t h o s e w h o p r e p a r e d t h e r e p o r t s w i t h w i d e d i s c r e t i o n . V "
1 1 8 Y a m e y ( 1 9 7 9 , p 2 3 1 ) c o n c l u d e d , ' M u c h l e s s i n t e r e s t h a s b e e n s h o w n i n t h e p r i n c i p l e s , c o n v e n t i o n s
o r p r a c t i c e s u n d e r l y i n g t h e p r e p a r a t i o n o f a c c o u n t i n g s t a t e m e n t s o f p r o f i t s a n d f i n a n c i a l c o n d i t i o n
p r e s e n t e d t o s h a r e h o l d e r s . '
1 1 9 A n i l l u s t r a t i o n h e r e w a s t h e t r e a t m e n t a f f o r d e d p r e l i m i n a r y f o r m a t i o n c o s t s o f t h e c o m p a n y .
1 2 0 M a n a g e m e n t w e r e r e p o r t e d t o b e i n g n o t a v e r s e t o v a r y i n g t h e m a i n t e n a n c e e x p e n d i t u r e a n d
d e p r e c i a t i o n c h a r g e s t o t h e i n c o m e c a l c u l a t i o n i n t i m e s o f g o o d o r b a d c u r r e n t e a r n i n g s ( L i t t l e t o n ,
1 9 3 3 , p 2 3 4 ) .
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D i s c u s s i o n w a s f o u n d o f i s s u e s l i k e t h e m a i n t e n a n c e o f c a p i t a l ( N o b e s & P a r k e r ,
1 9 7 9 , p 1 9 8 ) a n d d e p r e c i a t i o n , c o n s i d e r a t i o n o f w h i c h h a d e x p a n d e d b e y o n d r a i l w a y s
t o o t h e r i n d u s t r i e s . M a t t e r s f r o m t h e r a i l r o a d i n d u s t r y w e r e n o w a s s o c i a t e d w i t h
u n i f o r m a c c o u n t s a n d r e g u l a t i o n s i s s u e d b y p a r t i c u l a r c o m m i s s i o n s ( L i t t l e t o n , 1 9 3 3 ,
p 2 3 3 ) . 1 2 l
A s w e l l , i n t h e l a t t e r h a l f o f t h e c e n t u r y , a t t e m p t s w e r e m a d e i n s o m e t e x t s o n
a c c o u n t i n g t o r e p l a c e t h e r o t e l e a r n i n g o f r u l e s w i t h u n d e r l y i n g r e a s o n i n g ( L i t t l e t o n ,
1 9 3 3 , p 5 6 - 6 1 ; P r e v i t s & M e r i n o , 1 9 9 8 , p I 5 4 - 1 6 0 ) . H o w e v e r , a m a j o r d i f f e r e n c e
b e t w e e n U K a n d U S A a c c o u n t i n g ( a n d t h e r e l a t e d a u d i t ) c o n t i n u e d t o b e t h a t i n U S A ,
t h e e x t e n s i o n o f c r e d i t b y b a n k e r s w a s a m a j o r i n f l u e n c e ( L i t t l e t o n , 1 9 3 3 , p 2 9 8 ) .
A s r e g a r d s I n s t i t u t i o n a l t e n s i o n s o f a p r o f e s s i o n a l t y p e , i n 1 8 8 7 t h e A m e r i c a n
A s s o c i a t i o n o f P u b l i c A c c o u n t a n t s w a s f o u n d e d ( p r e v i t s & M e r i n o , 1 9 9 8 , p 1 3 1 -
1 5 0 ) . 1 2 2 G o l d b e r g ( 1 9 4 9 , P a r t I l l ) a r g u e d t h a t b y t h e e n d o f t h i s p e r i o d , t h e a c c o u n t i n g
p r o f e s s i o n w a s w e l l e s t a b l i s h e d .
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T h e n e w c e n t u r y w o u l d p r o v i d e m a n y i s s u e s f o r
d e b a t e .
2 . 6 . 3 R e p o r t i n g o f l i a b i l i t i e s
T h e 1 9 0 0 U K A c t w o u l d m a k e c o m p u l s o r y t h e d i s c l o s u r e o f t h e c o m p a n y ' s c a p i t a l
s t r u c t u r e a n d a d i s t i n c t i o n b e t w e e n c u r r e n t a n d l o n g t e r m d e b t s . W h i l e t h e m e t h o d
u s e d t o v a l u e t h e r e p o r t i n g c o m p a n y ' s a s s e t s h a d t o b e s p e c i f i c a l l y d e s c r i b e d , t h e r e
w a s n o s u c h r e f e r e n c e t o h o w l i a b i l i t i e s w e r e t o b e v a l u e d ( E d w a r d s , 1 9 8 6 , p I 2 4 ) .
I n d e e d , l i a b i l i t i e s c o n t i n u e d t o s e e m t o p r e s e n t f e w d i f f i c u l t i e s .
2 . 7 S u m m a r y a n d C o n c l u s i o n s
I n t h i s c h a p t e r , i t h a s b e e n s h o w n t h a t d u r i n g a n e x t e n d e d t i m e p e r i o d , i s s u e s f r o m
s o c i a l a n d e c o n o m i c f r a m e w o r k s h a v e i n t e r a c t e d w i t h a c c o u n t i n g . A q u a l i f i c a t i o n t o
t h i s s t u d y i s t h a t p a r t i c u l a r a t t e n t i o n i s p l a c e d o n l y o n d e v e l o p m e n t s i n t h e A n g l o -
A m e r i c a n s p h e r e , w h i c h i n c l u d e d v a r i o u s g e n e r a l - t y p e i s s u e s .
A s w e l l , b y t h e e n d o f t h e s e v e n t e e n t h c e n t u r y , t h e r o l e o f a s t e w a r d a n d t h e
e x p a n s i o n o f c o m m e r c e h a d a d i r e c t i n t e r a c t i o n w i t h b o o k k e e p i n g ( L i t t l e t o n , 1 9 3 3 ,
p 9 ) . W h i l e a c c o u n t i n g a n d a u d i t i n g w e r e w e l l k n o w n p r o c e s s e s , t h e y w e r e n o t y e t a
p r o f e s s i o n a l c a l l i n g i n t h e i r o w n r i g h t . D o u b l e e n t r y b o o k k e e p i n g h a d p o t e n t i a l a s a
I I I A r g u a b l y , w r i t i n g s h e r e f o r m e d ' t h e f o u n d a t i o n o f t h e t e c h n i c a l l i t e r a t u r e o f p r o f e s s i o n a l
a c c o u n t i n g ' ( L i t t l e t o n , 1 9 3 3 , p 2 3 6 - 2 3 7 ) .
1 2 2 I t w a s r e o r g a n i s e d i n 1 9 1 6 a n d r e n a m e d t h e A m e r i c a n I n s t i t u t e o f A c c o u n t a n t s i n 1 9 1 7 . T h e p r e s e n t
n a m e , t h e A m e r i c a n I n s t i t u t e o f C e r t i f i e d P u b l i c A c c o u n t a n t s , w a s a d o p t e d i n 1 9 5 7 .
1 2 3 G o l d b e r g ( 1 9 4 9 , P a r t I l l ) , ' t h e m o d e r n p r o f e s s i o n o f a c c o u n t a n c y w a s e s t a b l i s h e d : t h e ' a c c o m p t a n t '
b e c a m e a p r o f e s s i o n a l p r a c t i t i o n e r , t h e s t u d y o f a c c o u n t i n g d e v e l o p e d i n t o a d i v e r s i f i e d b u t s p e c i a l i s t
s t u d y , t h e p r a c t i c e o f a u d i t i n g c a m e t o d e m a n d p a r t i c u l a r s k i l l a n d j u d g m e n t , r e g u l a r p e r i o d i c
a c c o u n t i n g b e c a m e n e c e s s a r y a n d r a i s e d d i f f i c u l t p r o b l e m s o f p r o f i t d e t e r m i n a t i o n , t h e q u e s t i o n o f c o s t
d e t e r m i n a t i o n w a s d i s c u s s e d , w h i l e t h e a c c o u n t a n t i n a f i d u c i a r y c a p a c i t y c a m e t o c o n t r o l m a n y e s t a t e s
i n t h e i n t e r e s t s o f c r e d i t o r s o r b e n e f i c i a r i e s . '
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t e c h n o l o g i c a l b r e a k t h r o u g h , h e l p i n g f o r m u l a t e v a r i o u s i s s u e s ( l i k e c a p i t a l o r i n c o m e )
i n a s y s t e m a t i c w a y :
A r g u m e n t
2 . 1 1 R e l a t i o n s h i p s a m o n g i n d i v i d u a l s a n d g r o u p s r e q u i r e d a n a c c o u n t i n g .
2 . 1 2 R e l a t i o n s h i p s a m o n g i n d i v i d u a l s a n d g r o u p s r e q u i r e d a g o v e r n a n c e f r a m e w o r k .
2 . 1 3 D e b a t e s o c c u r r e d r e g a r d i n g a p p l i c a t i o n s o f i d e a s i n p r a c t i c e .
2 . 1 4 L i m i t e d d e b a t e o c c u r r e d r e g a r d i n g t h e p h i l o s o p h y u n d e r l y i n g p r a c t i c e .
2 . 1 5 A n i n t e g r a l r e l a t i o n s h i p w a s t h a t w i t h t h e s t e w a r d .
2 . 1 6 W i t h i n m a n o r - t y p e r e l a t i o n s h i p s , a n a r r o w s c o p e o f s t e w a r d s h i p s u f f i c e d .
2 . 1 7 S t e w a r d s h i p r e q u i r e d r e c o r d i n g a n d b o o k k e e p i n g ; r e p o r t i n g ; c h e c k i n g a n d
a u d i t i n g .
2 . 1 8 A s c o m m e r c e / m e r c a n t i l i s m g r e w , a l s o d i d r e l a t i o n s h i p s a m o n g s t a k e h o l d e r s w h o
r e q u i r e d a b r o a d e r s c o p e o f s t e w a r d s h i p .
D u r i n g t h e 1 7
t h
a n d e a r l y 1 8
t h
C e n t u r i e s , t h e r e e x i s t e d n o n - i n c o r p o r a t e d b o d i e s a n d
c e r t a i n c o m p a n i e s w h i c h w e r e i n c o r p o r a t e d b y c h a r t e r . T h e l a t t e r i n c l u d e d t h e S o u t h
S e a C o m p a n y - t h e c e n t r e o f a f l o o d o f s p e c u l a t i v e e n t e r p r i s e s i n a t i m e o f a s t r o n g
g a m b l i n g m a n i a ( S y k e s , 1 9 8 8 , p 6 ) . I t s c o l l a p s e l e f t i n v e s t o r s w i t h a d e e p d i s t r u s t o f
j o i n t s t o c k c o m p a n i e s , l e a d i n g t o t h e s o - c a l l e d 1 7 2 0 B u b b l e A c t .
S u b s e q u e n t l y , b a t t l e w a s e n g a g e d b e t w e e n e c o n o m i c ( w i t h n e c e s s i t y o f l a r g e
a c c u m u l a t i o n s o f p r i v a t e i n v e s t m e n t f u n d s ) a n d s o c i a l i s s u e s ( t h e p r o t e c t i o n o f
i n v e s t o r s ' < ' ) . T h e c o r p o r a t i o n b e c a m e a n e c o n o m i c n e c e s s i t y . I n t e r a c t i o n s w i t h
a c c o u n t i n g f o l l o w e d ( L i t t l e t o n , 1 9 3 3 , p 2 5 5 - 2 5 7 ) . L a r g e a m o u n t s o f c a p i t a l w e r e
a c c u m u l a t e d w h i c h w e r e o f a r e l a t i v e l y p e r m a n e n t t y p e . T h i s w a s t o b e p r e s e r v e d ,
i n t r o d u c i n g c o n c e p t s ( l i k e d e p r e c i a t i o n a n d r e n e w a l s ) w h i c h g a v e m a n a g e m e n t ( n o w
i n d e p e n d e n t ) d i s c r e t i o n i n d e t e r m i n i n g c a p i t a l a n d n o n - c a p i t a l c l a s s i f i c a t i o n s o f
e x p e n d i t u r e s . C a p i t a l a n d i n c o m e w e r e t o b e s e p a r a t e d , p a r t l y a s a p r o t e c t i o n o f
c r e d i t o r s a n d p a r t l y t o d e t e r m i n e p r o f i t s a v a i l a b l e f o r d i v i d e n d s d e c l a r e d t o
s h a r e h o l d e r s . A g a i n , m a n a g e m e n t w e r e g i v e n d i s c r e t i o n i n d e t e r m i n i n g t h a t p r o f i t .
A r g u m e n t
2 . 2 1 F o r m a t i o n o f c o m p a n i e s w a s t h r o u g h ' p r i v a t e ' c o n t r a c t s i n i t i a l l y b e t w e e n K i n g
o r Q u e e n a n d t h e p r o p r i e t o r s a n d l a t e r b e t w e e n S t a t e a n d t h e p r o p r i e t o r s .
2 . 2 2 F o r m a t i o n o f c o m p a n i e s b e c a m e m o r e ' p u b l i c ' w h e n g e n e r a l i n c o r p o r a t i o n b y
r e g i s t r a t i o n w a s i n t r o d u c e d .
2 . 2 3 I n v e s t o r s r e q u i r e d s t r i c t g u i d e l i n e s a s p r o t e c t i o n f r o m a b u s e b y p r o m o t e r s a n d
m a n a g e m e n t .
2 . 2 4 U n l i m i t e d l i a b i l i t y w a s u s e d a s a g o v e r n a n c e t o o l .
2 . 2 5 E c o n o m i c g r o w t h a n d l a r g e s c a l e i n v e s t m e n t s w e r e f a c i l i t a t e d b y j o i n t s t o c k
c o m p a n i e s i n c o r p o r a t e d t h r o u g h g e n e r a l r e g i s t r a t i o n - s u b j e c t t o q u i d p r o q u o
p u b l i c i t y p r o v i s i o n s - a n d l a t e r w i t h l i m i t e d l i a b i l i t y , p r o v i d i n g l e g a l p r o t e c t i o n o f
i n v e s t o r s w h i c h c o n t i n u e d t o b e r e q u i r e d .
2 . 2 6 M a n a g e m e n t b e c a m e i n d e p e n d e n t o f o w n e r s a n d a s t a k e h o l d e r i n i t s o w n r i g h t .
1 2 4 A t t h i s t i m e , i n v e s t o r s w e r e s i m p l y t h o s e w h o p r o v i d e d f i n a n c e - i n U K p r i m a r i l y s h a r e h o l d e r s a n d
i n U S A p r i m a r i l y b a n k e r s . I n l a t e r c h a p t e r s , i t i s a r g u e d o t h e r p a r t i e s - e m p l o y e e s , c o n s u m e r s a n d
g o v e r n m e n t o v e r s i g h t b o d i e s - a l s o s o u g h t p u b l i c i t y f r o m c o r p o r a t e m a n a g e m e n t .
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2 . 2 7 I n a c o n t e x t o f a m a n a g e m e n t - s t a k e h o l d e r s ( m a i n l y s h a r e h o l d e r s a n d s e l e c t e d
c r e d i t o r s ) r e l a t i o n s h i p , t h e a c c o u n t a n t s a d o p t e d a n a r r o w s t e w a r d s h i p r o l e w i t h o u t
m u c h r e f e r e n c e t o a d e c i s i o n - m a k i n g r o l e .
2 . 2 8 A l i n k w a s f o r g e d b e t w e e n m a n a g e r i a l c o n t r o l a n d f i n a n c e h o u s e s .
2 . 2 9 P u b l i c i t y i n g e n e r a l a n d p u b l i c i t y o f f i n a n c i a l i n f o r m a t i o n i n p a r t i c u l a r w e r e
s e e n a s g o v e r n a n c e t o o l s .
2 . 2 9 a M a n a g e m e n t s o u g h t d i s c r e t i o n i n r e p o r t i n g .
2 . 2 9 b T h e i d e a w a s f l o a t e d t h a t d i s c l o s u r e b y h o n e s t c o r p o r a t i o n s c o u l d b e u s e d w i t h
m i n i m a l p r e s c r i p t i o n a s a s t a n d a r d f o r u n i f o r m r u l e s o f d i s c l o s u r e .
I t w a s b y n o w b e y o n d d i s p u t e t h a t c o n t r o l s ( u n d e r p r o v i s i o n s i n s t a t u t e s ) 1 2 5 w e r e
r e q u i r e d . S u g g e s t i o n s a s t o t h e i r f o r m c a m e f r o m
• s e g m e n t s o f t h e b u s i n e s s w o r l d ,
• g o v e m m e n t , a n d
• t h e l e g a l p r o f e s s i o n .
A t t h a t s t a g e , t h e r e p u t a t i o n s o f i n d i v i d u a l a c c o u n t a n t s w e r e n o t y e t s u f f i c i e n t f o r
t h e m t o b e i n v i t e d t o t e s t i f y a s e x p e r t s 1 2 6 b e f o r e S e l e c t C o m m i t t e e s o f P a r l i a m e n t
( H e i n , 1 9 7 8 , p 3 5 2 ; p 3 5 5 - 3 5 6 ; N o b e s & P a r k e r , 1 9 7 9 , p I 9 7 ) . T h i s w a s d e s p i t e t h e
i m p o r t a n c e p l a c e d o n a c c o u n t i n g c o n t r o l s a s e a r l y a s i n t h e 1 8 4 4 A c t .
T h e p e r c e i v e d n o n - s t a t u t o r y p r o t e c t i o n t o b e a f f o r d e d s h a r e h o l d e r s b y t h e
d e v e l o p m e n t o f t h e p r o f e s s i o n o f p u b l i c a c c o u n t i n g a n d a u d i t i n g w a s s t i l l i n i t s
i n f a n c y , t h o u g h v e s t i g e s o f p r o f e s s i o n a l o r g a n i z a t i o n s o f a c c o u n t a n t s h a d a p p e a r e d
( H e i n , 1 9 7 8 , p 1 4 4 ; p 3 5 2 ) . T h e a c c o u n t i n g p r o f e s s i o n w o u l d l a t e r b e c o m e i n v o l v e d i n
q u e s t i o n s a s t o w h e t h e r t h e s e c o n t r o l s w e r e t o b e s e t u p a n d e n f o r c e d b y t h e
a c c o u n t i n g p r o f e s s i o n o r r e m a i n w i t h i n t h e p r o v i s i o n s o f t h e C o m p a n i e s A c t s .
D e b a t e s o n t h e t e c h n i q u e s a n d s t a n d a r d s o f t h e a c c o u n t i n g p r o f e s s i o n w o u l d
e v e n t u a l l y l e a d t o a p o s i t i o n o f i m p o r t a n c e i n b u s i n e s s l i f e ( H u n t , 1 9 3 6 , p 1 4 0 ) :
A s n o t e d , b y t h e e n d o f t h e n i n e t e e n t h c e n t u r y , a b o o m - c r i s i s / d e p r e s s i o n - b o o m c y c l e
w a s w e l l e s t a b l i s h e d i n c o m m e r c e , w i t h a c c o u n t i n g a n d o t h e r m a n i p u l a t i o n s a n d
a b u s e s b e i n g r e v e a l e d . T h e l i m i t e d l i a b i l i t y j o i n t s t o c k c o m p a n y h a d b e c o m e a
d o m i n a n t w a y o f d o i n g b u s i n e s s . I t a l l o w e d l a r g e a m o u n t s o f c a p i t a l t o b e m a r s h a l e d ,
b u t s o m e w o r r i e d t h a t a s o c i a l c o n t r o l w a s m i s s i n g , e s p e c i a l l y a s a p r o t e c t i o n o f
i n v e s t o r s .
l 2 7
T h i s w a s t o b e a c h i e v e d b y p u b l i c i t y a n d r e p o r t i n g o f t h e a f f a i r s o f t h e
1 2 5 I n U K t r a d i t i o n , t h e c o m p a n i e s a c t s f r a m e d b y P a r l i a m e n t p i c t u r e d p r o m o t e r s a n d c o m p a n y o f f i c e r s
a s s t e w a r d s o f t h e i n v e s t o r s ' ( b o t h s h a r e h o l d e r a n d c r e d i t o r ) c a p i t a l . T h i s i n t u r n r e q u i r e d p u b l i c i t y o f
t h e p o s i t i o n o f a n d p e r f o r m a n c e w i t h t h o s e a s s e t s ( C h a t f i e l d , 1 9 7 7 , p 7 0 ) .
1 2 6 T h e e s t a b l i s h m e n t o f a c c o u n t i n g p r o f e s s i o n a l g r o u p s i n t r o d u c e d a p o w e r f u l p r e s s u r e g r o u p w h i c h
w o u l d w i n c o n t r o l o f t h e p r e s c r i b e d r e p o r t i n g p r o c e s s o v e r l a w y e r s ( L i t t l e t o n , 1 9 3 3 , p 2 6 5 ) .
1 2 7 H i c k s ( 1 9 4 2 , p 9 0 - 9 1 ) , ' I n o r d e r t o p r o t e c t t h e s h a r e h o l d e r s a g a i n s t d i r e c t o r s w h o m i g h t a b u s e t h e i r
p o s i t i o n , t h e l a w i n s i s t s o n s a f e g u a r d s s u c h a s a c e r t a i n d e g r e e o f p u b l i c i t y i n a c c o u n t s . . . T h e h i s t o r y
o f c o m p a n y l e g i s l a t i o n i s a l o n g s t o r y o f g u e r r i l l a w a r f a r e b e t w e e n t h e l a w a n d a s m a l l f r i n g e o f
i n g e n i o u s r a s c a l s w h o s e a c t i v i t i e s f o r m t h e s h a d y s i d e o f c o m p a n y p r o m o t i o n ; t h e r e i s n o d o u b t t h a t i n
E n g l a n d t h e l a w h a s h a d t h e b e t t e r o f t h e s t r u g g l e . ' H o w e v e r , t h e r e i s l i t t l e d i s c u s s i o n n e i t h e r o f w h a t i s
t o b e p u b l i s h e d n o r w i t h t h e r e q u i r e d s t a n d a r d f o r q u a l i t y o f t h a t i n f o r m a t i o n .
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corporation, but management had discretion in that reporting. 128 Importantly, this was
also the time of the UK Salomon case regarding the attribute of corporate personality
and its implications (Gower, 1957, p63). As well, in both UK and USA, the right of a
corporation to hold shares in another corporation was now established.
Arguably, by now the issue had become not one of disclosure per se, but one of how
much disclosure and what to disclose (Hawkins, 1962, p26). This led to tensions (in
the context of information to be provided in an accounting) between economic and
social issues. Certainly, in the period surveyed, issues of a social (especially legal)
type held court in UK, though those of an economic type were slowly changing the
balance.F' Those issues and the balance had interactions for accounting in general (of
a conventional or a financial type).
Argument
2.31 Accounting professional groups were established.
2.32 Conventions found in practice were supported and applied by accountants.
2.42 Conventions were practiced to meet tensions regarding the determination of
income.
2.33 The qualitative standard 'full and fair , (today 'true andfair,) was not explicitly
linked to accounting conventions.
2.34 A boom-crisis-boom cycle was established where questionable reporting
practices from corporations led to a scrutiny ofaccounting methods andpractices.
2.35 Stakeholders other than shareholders and management are affected by the
actions and reporting by management ofcorporations.
2.36 The continuity ofcorporations gave rise to a going-concern valuation ofassets.
2.37 A link between crises/financial collapses and a need for reform of accounting
reports to provide better quality information was forged.
As regards developments in the reporting ofliabilities, various issues were noted.
Argument
2.41 A legal bent identified liabilities.
2.42 Liabilities tended to be shown at a legal, nominal amount.
2.43 A distinction was forged between legal and moral obligations.
2.44 New practices like the open-ended mortgage, while not affecting the reporting of
liabilities, had implications for the reporting ofthe amount ofthat liability.
128 In USA, however, while the scene was similar in some ways, often subtle differences we
re to be
found. While prior to 1900 financial statements were often seen as a check on the bookkeeper'
s work,
bankers and other grantors of credit used financial statements to determine eligibility fo
r credit
(Hawkins, 1962, p348).
129 The protection of investors had to be balanced with the necessary promotion of legitimate b
usiness
to increase economic wealth. This was to be achieved by a philosophy of disclosure. It was arg
ued that
if the current practices of disclosure by the "best" companies were applied to all, a num
ber of
fraudulent promotions which could not stand the light of publicity would be discouraged.
Further
protection was provided as the investor and related advisors would receive the minimum info
rmation
needed for informed investment judgments. The investor was free to speculate in any type of new
security but fraudulent or inadequately described securities were to be prohibited (Hawkins, 1962, p34-
35).
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T h e f i n a l p o i n t a b o v e l e d t o l a t e r d e b a t e .
1 3 0
O t h e r i s s u e s a n d d e b a t e s c o n t i n u e d i n t o
t h e n e x t c e n t u r y , a s i s s h o w n i n t h e n e x t c h a p t e r .
1 3 0 C h a m b e r s ( 1 9 7 3 , p 3 0 ) s i m p l y a r g u e d t h a t ' t h e t o t a l a m o u n t o f l i a b i l i t i e s i s t h e c o n t r a c t u a l a m o u n t o f
d e b t s . ' T h i s c e r t a i n l y i n f l u e n c e d h i s t h i n k i n g , a s h e ( p 3 1 ) c o n t i n u e d , ' I f t h e a m o u n t o f l i a b i l i t i e s i s
c o r r e c t l y s t a t e d , t h e a m o u n t o f s h a r e h o l d e r s ' e q u i t y d e p e n d s o n t h e t o t a l a m o u n t o f t h e a s s e t s . I f t h e
a s s e t s a r e u n d e r - o r o v e r s t a t e d , t h e s h a r e h o l d e r s ' e q u i t y i s c o r r e s p o n d i n g l y u n d e r - o r o v e r s t a t e d . I f t h e
c h a n g e i n t h e n e t a s s e t i n a n y y e a r i s u n d e r - o r o v e r s t a t e d , t h e n e t p r o f i t o f t h a t y e a r i s u n d e r - o r
o v e r s t a t e d . I t i s p o s s i b l e t o u n d e r - o r o v e r s t a t e t h e a m o u n t o f l i a b i l i t i e s . B u t t h e c o n t r a c t u a l a m o u n t o f
d e b t s o w i n g i s o n e o f t h e m o r e e a s i l y d e t e r m i n e d f i g u r e s . T h e a d e q u a c y o f t h e b a l a n c e s h e e t a s a
s t a t e m e n t o f f i n a n c i a l p o s i t i o n t h e r e f o r e d e p e n d s a g r e a t d e a l o n t h e v a l u e s a s s i g n e d t o t h e a s s e t s . F o r
t h i s r e a s o n m u c h o f t h e r e m a i n d e r o f t h i s b o o k w i l l c o n c e r n i t s e l f w i t h a s s e t v a l u e s . ' O t h e r s w o u l d s e e
s u c h ' l i a b i l i t i e s ' a s s i m i l a r t o s h a r e h o l d e r s e q u i t y a n d t o b e t r e a t e d i n a s i m i l a r w a y . T h i s a r g u m e n t i s
d i s c u s s e d f u r t h e r i n C h a p t e r 8 .
5 2
C h a p t e r 3 T h e F r a m e w o r k : C o r p o r a t e G o v e r n a n c e i n t h e T w e n t i e t h C e n t u r y
U n t i l W o r l d W a r I - T h e D o m i n a n t U S A I n f l u e n c e
E a c h e r a i s s e e n l a r g e l y a s t h e s t o r y o f t h e e c o n o m i c a l l y d o m i n a n t n a t i o n o f t h e
t i m e . . . . I n t h e t w e n t i e t h c e n t u r y i t i s m o s t o f t e n t h e U n i t e d S t a t e s .
C h a t f i e l d , 1 9 7 7 , p i v .
T h e t h e s i s i t s e l f i s a n h i s t o r i c a l s u r v e y b e g i n n i n g i n 1 9 0 0 o f t h o s e e c o n o m i c ,
s o c i a l a n d p o l i t i c a l e v e n t s , t r e n d s , a t t i t u d e s a n d p r a c t i c e s w h i c h c u l m i n a t e d i n
t h e p a s s a g e o f t h e 1 9 3 3 S e c u r i t i e s A c t . I n p a r t i c u l a r , t h e s t u d y s e e k s t o i d e n t i f y ,
a n a l y z e a n d i n t e r p r e t - i n b o t h t h e h i s t o r i c a l a n d p r e d i c t i v e s e n s e - t h e f a c t o r s -
i n t e r n a l a n d e x t e r n a l t o t h e f i r m - w h i c h l e d t o t h e n e e d t o c r e a t e m i n i m u m
s t a n d a r d s o f c o r p o r a t e f i n a n c i a l d i s c l o s u r e t h r o u g h f e d e r a l l e g i s l a t i o n .
H a w k i n s , 1 9 6 2 , p i i .
3 . 1 I n t r o d u c t i o n
A s a r g u e d i n C h a p t e r 2 , d u r i n g t h e 1 9 t h c e n t u r y , a c y c l e o f p r o s p e r i t y f o l l o w e d b y
c r i s i s p l a y e d a m a j o r r o l e i n t h e g r o w t h o f s o c i a l c o n t r o l o f j o i n t s t o c k c o m p a n i e s b y
s o m e s o r t o f r e g u l a t i o n - l e g i s l a t i v e o r q u a s i - l e g i s l a t i v e . l ' " F o r c e s i n t e g r a l t o t h a t
c o n t r o l w o u l d i n f l u e n c e c o r p o r a t e a c c o u n t i n g p r a c t i c e s , s e t t i n g t h e f o u n d a t i o n s f o r t h e
e x p a n s i o n o f t h e w o r k o f a c c o u n t a n t s . T h e i r p a r t i c u l a r a c t i v i t i e s c r e a t e d a c l a s s o f
s p e c i a l i s t s o n r e p o r t i n g a n d c o n t r o l w h o i n t u r n o r g a n i z e d t h e m s e l v e s i n t o w h a t w e r e
t o b e c o m e p o w e r f u l a c c o u n t i n g p r o f e s s i o n s .
W h a t B e r l e ( 1 9 5 4 , p 2 3 - 2 4 ) t e r m e d t h e 2 0 t h C e n t u r y c a p i t a l i s t r e v o l u t i o n c h a n g e d
h u m a n l i f e a n d h a b i t s , m o d i f i e d h u m a n - t y p e i n s t i t u t i o n s a n d e x p a n d e d h u m a n
h o r i z o n s . A p p l i c a t i o n s w e r e m a d e o f p h i l o s o p h i c a l a n d s c i e n t i f i c d i s c o v e r i e s o f t h e
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C e n t u r y . I n U S A e s p e c i a l l y t h e c a p i t a l i s t r e v o l u t i o n w a s s e e n a s a r g u a b l y
t e c h n i c a l a s m o r e e f f i c i e n t a n d m o r e f l e x i b l e m e a n s w e r e s o u g h t t h r o u g h
c o l l e c t i v i z i n g c a p i t a l i n c o r p o r a t i o n s . N e w l y d e v e l o p e d m e t h o d s o f p r o d u c t i o n
c h a n g e d t h e e v e r y d a y l i f e o f m o s t p e o p l e . E c o n o m i c a n d s o c i a l i d e a s n e c e s s a r i l y
d e v e l o p e d o r w e r e m o d i f i e d t o m e e t t h e c h a n g e s . m
W h i l e a r g u m e n t s a s t o r e p o r t i n g a b o u t c o r p o r a t i o n s a n d t h e r o l e o f a c c o u n t i n g
p r o f e s s i o n s w e r e n o t p e c u l i a r t o t h e A n g l o - A m e r i c a n g r o u p , 1 3 3 a m a j o r t h r u s t f o r
1 3 1 T h e l a t t e r i n c l u d e d r e q u i r e m e n t s o f s t o c k e x c h a n g e s ( l i k e l i s t i n g r u l e s ) a n d , a s i s i n t r o d u c e d i n t h i s
c h a p t e r , t h e a c c o u n t i n g p r o f e s s i o n ( l i k e r e c o m m e n d a t i o n s , s t a n d a r d s ) .
1 3 2 B e r l e w a s p e r h a p s b e f o r e h i s t i m e w h e n h e ( 1 9 5 4 , p 2 3 - 2 4 ) a r g u e d , ' W h e n t h e w h o l e s t o r y i s t o l d i t
w i l l , 1 b e l i e v e , b e f o u n d t h a t t h e c h i e f i m p e t u s t o t h e C o m m u n i s t s t a t e a s a n i n s t r u m e n t w a s t h e
i n s i s t e n c e i n b a c k w a r d c o u n t r i e s t h a t t h e y p l u n g e t o w a r d t h e r e s u l t s o f a n i n d u s t r i a l r e v o l u t i o n w h i c h
w a s l e a v i n g t h e m b e h i n d . T h i s , o f c o u r s e , i s t h e p r e c i s e o p p o s i t e o f t h e M a r x i s t d o g m a . E l s e w h e r e t h e
M a r x i s t s t a t e s e e m e d a b r u t a l , b l u n t , a n d f u m b l i n g i n s t r u m e n t ; c a p i t a l i s m w a s e v o l v i n g i t s o w n
i n s t r u m e n t s , a n d a c c o m p l i s h i n g t h e t w e n t i e t h - c e n t u r y r e v o l u t i o n w i t h i n f i n i t e l y m o r e h u m a n i t y a n d
e f f i c i e n c y , '
J 3 3 S c h m a l e n b a c h ( 1 9 5 9 ) p r o v i d e s i l l u s t r a t i o n s o f s i m i l a r i s s u e s ( f o r e x a m p l e , t h e t e n s i o n b e t w e e n
r e g u l a t i o n a n d c a v e a t e m p t o r ) i n a E u r o p e a n c o n t e x t . H e ( p I 4 ) w r i t e s , ' T h e b a n k r u p t c y a n d a c c o u n t i n g
r e g u l a t i o n s i n t h e [ G e r m a n ] O r d o n n a n c e a r e s t r o n g l y i n f l u e n c e d b y t h e v a s t n u m b e r o f f r a u d u l e n t
b a n k r u p t c i e s w h i c h w e r e a f e a t u r e o f e c o n o m i c a n d f i n a n c i a l l i f e a t t h e t i m e . ' T h i s w a s 1 6 7 3 . I n t h e
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reform in those areas in the 20th Century in the Anglo-Saxon sphere appeared in USA.
A cycle of prosperity-panic-bankruptcies-Iack of confidence was linked to
information needed by the investment community (and related possible reformsj.!" In
this chapter, the argument is presented under distinct headings.
The argument begins with developments from the turn of the century until the
beginning of World War I (3.2). Next, the period from World War I until the 1920, is
discussed (3.3). The format in the chapter changes to highlight the dominant role of
USA ideas which are first discussed, followed by those in UK. Finally, a summary
and conclusions are provided (3.4).
3.2 Theodore Roosevelt & the Populist Movement
From 1900 to 1917, a variety of critics were to attack large corporations (Previts &
Merino, 1998, pI08-ll0). Arguably during that period, a most important continuing
economic and social problem was that of 'big business'. Intermingled were the issues
of financial disclosure standards and securities legislation. The attacks were
highlighted by several investigations and hearings by the federal government. In USA
history, the period was part of the Progressive Era in which people were on a quest for
social justice (Hawkins, 1962, p47-50; Previts & Merino, 1998, pI75-177).
The re-election of McKinley was well received by business groups, but some,
including JP, were less enthusiastic over the choice of Theodore Roosevelt as running
partner (Sobel, 1965, p169).135 The assassination of McKinley saw Roosevelt as the
new President. JP was ill-advised in his assessment of Roosevelr'" who, instead of
seeking party machine support for a new term, quickly showed concern with
developments in financial markets (Jackson, 1984, p218). For his first target he chose
the great railroad merger (or Morganization - see 2.6.1) of Northern Securities
Corporation.
At the economic level, big business was seen as monopolistic and inefficient. At the
social level, it was seen as subverting the USA democratic way of living. Defenders
of big business, while not producing compelling rebuttals of social grievances, did
respond to the economic arguments. Management argued
case of registered companies in GermanylPrussia in 1884, he (pI6-17) writes there was 'set off a great
speculation in shares, for the gambling instinct of mankind is so strong that any opportunity is ea
gerly
grasped... It is far from the nature of such a speculator to take a look at a balance sheet. But wh
en a
heavy stock exchange crash occurs, the band of speculators begins to complain that it wa
s the
government's job to protect them from such a catastrophe.'
134 de Bedts (1964, pI) writes, 'Only one thing remains in common in several centuries of legislative
efforts to regulate the exploiter of the investor. Inevitably such attempts come about only whe
n the
disastrous results are seen in retrospect. Calamity must befall those who have ventured their
funds
before protective measures may be launched.'
135As mentioned in Chapter 2, his slum-clearance program and attacks on sweatshop employers
while
involved in local government in New York were seen as non-Republican policies. Some argue
d his
move to the office of vice-president would see his political emasculation (Jackson, 1984, p203).
136 Jackson (1984, p219) suggests JP took Roosevelt's 'radicalism' far too lightly, arguing perhaps JP's
'bullish euphoria led him to see himself as a one-man super state, free from moral, legal, and pol
itical
restraints, ruling lesser men by Divine Right.'
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• their corporations were a series of private relationships beyond governmental
regulation,
• philanthropy had no place in their role in business, and
• publication of financial information was unnecessary.
However, critics could point to the findings of various investigations which supported
their claims (Hawkins, 1962, p54-66; Sobel, 1965, p178).
Within that environment, it was announced in 1902 that under the Sherman Antitrust
Act, the Northern Securities was to be dissolved as a monopoly and an illegal restraint
of trade (Sobel, 1965, p 170).137 At the same time, serious damage to the economy
threatened from strikes by workers (especially miners) with whom management
refused to meet and a stock market depressed by a glut of unsold securities. Several
banks, both rural and metropolitan, were under strain from a shortage of liquid cash.
Continuing strikes would not only cause hardship and cripple transport but also could
lead to nationwide disruption (Jackson, 1984, p231). With JP's endorsement, owner-
management finally accepted arbitration through a presidential commission.
However, JP concentrated on his self-imposed crusade to rescue Big Business from
Theodore Roosevelt, about whom JP had become almost paranoid (Jackson, 1984,
p237).138 Arguably, while Roosevelt's showmanship was underpinned by a sure
instinct for public opinion, JP remained quite out of touch with changing social trends
(Jackson, 1984, p238). Somewhat surprisingly, JP's firm did work with the President
as fiscal agent in the takeover of the Panama Canal Zone.
139 With the dissolution of
Northern Securities supported by the Supreme Court, the Roosevelt administration
established a Bureau of Corporations (1903-1914)140 to investigate interstate trusts
(Hawkins, 1962, p52, p90; Jackson, 1984, p240). Having been elected President in his
own right by an overwhelming majority in 1904, Roosevelt embarked upon an
aggressive antitrust drive.
Roosevelt increasingly used the Bureau's investigatory powers to supplement antitrust
prosecutions of the Justice Department."! Lacking control of the Republican Party's
J37 JP reportedly 'angrily denounced Roosevelt for not giving him the opportunity to work out s
ome
compromise before charging in with this public challenge' (Jackson, 1984, p220-221). His contempt for
antitrust announcements from Washington would continue, as would worker strikes, swin
dles
involving the trust concept (for example, United States Shipbuilding Company) and
management/owner refusal to acknowledge the unions.
138 Gross (1966, p61) points out that the 'president was the nation's chief opponent of industrial
consolidation, while the banker [JP] was its greatest practitioner.'
139 Rocco (2003, pI98-203) refers to Roosevelt's role in the building and takeover of the Panama Canal
as part of his struggle for USA naval and commercial interests.
140 However, it was cynically argued that the Bureau 'had remained so inert that Pultizer's New Y
ork
World echoed a widespread suspicion that the cartel barons had bought themselves protection
... '
(Jackson, 1984, p240). Ripley (1926, p226) refers to the powers of the Bureau which preceded those of
the Federal Trade Commission (which in 1914 absorbed the Bureau).
141 Antitrust actions continued during the period against various companies, including Amer
ican
Tobacco, Du Pont and Standard Oil. Standard's dissolution as a holding company was upheld by
the
Supreme Court but the decision was subject to "undue" restraint of trade. This was a most elastic
loophole for the defence lawyers. The trust was dissolved by being broken into over thirty sepa
rate
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conservative wing, he acted instead in antitrust areas where he did not need
congressional collaboration. He also used widespread popular support when his
legislative recommendations faced opposition in Congress (Hawkins, 1962, p93).
However, an arguably more effective form of CO - full disclosure of corporate affairs,
both financial and non-financial - was still some decades away.
Awareness of social abuses was reflected in political action (Sobel, 1965, pI88). A
Legislative Investigating Committee (LIC) in 1905 focused on the affairs of the three
largest insurance companies (Equitable, Mutual and New York Life). It was alleged
that the companies had improperly used their funds to finance overcapitalized
promotions, including those of jp's firm. The insurance corporate management had
tempted long-term investors with high-interest yields, using an advantage they had
over the national banks who, being subject to federal laws, had to maintain at least 25
percent of their deposits in cash. Benefiting from purportedly very slack auditing, the
bulk of their assets went into speculative trusts and inflated bonds. Not only was the
primary control - transparent financial reporting - found wanting, but the related
control - auditing - was also questioned. Arguably, the findings of LIC inflicted far
more damage on the trusts than the dissolution of Northem Securities (Jackson, 1984,
p256).
The resulting LIC report disclosed large sums had been expended in a surreptitious
manner by Equitable Life in particular. Legal expenses included contributions to
political parties at both national and state levels, and for the services of highly paid
Washington lobbyists. These revelations shocked the public (Jackson, 1984, p257).142
JP thought the insurance probe unlikely to have the damaging results that some fellow
bankers feared. Indeed, LIC's very critical findings fizzled into the dismissal of a
selected few corrupt officers with little change of loose investment procedures. No
large-scale purge materialized, but policyholders were at least assured that company
assets would be more closely supervised in future. Arguably, it did not scare off
questionable operators (Jackson, 1984, p257-258). Attacks continued on large
corporate combinations including Standard Oil (Gross, 1996, p54-56), but with little
effect.
JP was able to dismiss rumours of
• a Wall Street slump,
• lack of support for various floats in both private and public sectors,
• receiverships in the railroad industry,
companies. But it was a Clayton's dissolution. The Rockefellers continued to own 25 percent o
f the
shares in each company and still directed policy (Sobel, 1965, p199; Jackson, 1984, p283; Gross, 1996,
p56). This was 'enterprise' action at its extreme. When, during the Taft administration, US Steel and its
subsidiaries were indicted as 'unlawful monopolies', JP was aghast with the treacherous actions
of yet
another Republican president. However, the suit met a legal impasse and lost significance duri
ng the
coming wartime boom in steel production. Almost a decade hence, a Supreme Court majority decided
the trust represented a concentration of efforts with resultant economies and benefits rather
than a
monopoly (Jackson, 1984, p298-299).
142 While public outrage may have been growing, little was achieved in CG. One could be forgiv
en for
comparing the events then with the euphoria preceding the DotCom crash some hundred years lat
er.
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• what was then a substantial fine on Standard Oil of $29 million (Sobel, 1965,
p188; Gross, 1996, p62),
• potential charges of the Morgan-controlled International Harvester being a
monopoly, and
• troubles with rural banks (Jackson, 1984, p263).
He could not, however, dismiss the Knickerbocker Trust-led crisis (Sobel, 1968,
p297-32l).
In that collapse, 143 large reserves from stockholders and savings accounts of
depositors were dissipated. Much of the investors' cash was tied up in long term loans
and dealings with unscrupulous operators who, amongst other things, were trying to
corner the market in shares in United Copper Company (Sobel, 1965, p191-193;
Gross, 1996, p62). Other trusts and banks were quickly under threat. 144
During the crisis, JP established a salvage fund run by a private sector syndicate
which sought potential federal support (Jackson, 1984, p266). To receive funds from
the syndicate, an applicant had to convince members of earnings potential and a
satisfactory management structure.
145 To prevent a national banking crisis, JP's plan
required presidential support. As US Steel was to buy Tennessee Coal and Iron
(TC&I), a potential monopoly case might be brought against the Morgan interests.
Rooseve1t finally agreed and the market revived (Sobel, 1965, p193-196; Jackson,
1984, p271; Gross, 1996, p63-72).
Gross (1996, p60) argues that JP's actions helped convince the financial world of the
critical need for a central Federal Reserve System. Its introduction would arguably
provide stability in the banking system and financial markets. Gross (P73-74) bases
his conclusion on legislation (the Aldrich-Vreeland Currency Act) passed in 1908 to
control money supply and to create a National Monetary Commission (Sobel, 1965,
143 Sobel, (1965, p271-272) contrasts this panic with earlier and later ones, 'The market developed
weaknesses on Friday, October 18 [1929]. U.S. Steel, General Electric, Westinghouse, and other stock
leaders lost more than five points each. There had been worse days in the past, and the financial w
riters
and the Wall Street crowd never worried about a major crash. The 1873, 1893, and 1907 crises could
not recur, they said, because of strong leadership on the Street, enlightened Federal Reserve po
licies,
the strong economic structure of the nation, and the ability to profit from lessons learned in the p
ast. In
any case, everyone knew that the great crashes were always signaled by a warning of one kind
or
another. In 1873 it had been the failure of Jay Cooke; several large railroads, including the Re
ading,
had gone into receivership prior to the 1893 crash, and in 1907, the Knickerbocker Trust collaps
e was
the panic signal. The skies seemed clear on October 18, 1929. A businessman's Administration w
as in
Washington, the banks appeared sound, and there were no warnings of danger. Despite all th
is, the
mid-afternoon decline of that day marked the beginning of the worst crash in American history.'
144 Gross (\ 996, p63) argues that the situation resulted in part from a lack of an agency, either corporate
or government, to provide a set of safeguards for the financial markets. Since the 1830s when A
ndrew
Jackson (recall 2.4.1) closed the Bank of the United States, the country had lacked a central bank to
regulate the money supply and oversight the banks' affairs. During periodic bank crises, especi
ally in
1873 and the I 890s, there had been calls for greater federal involvement. However, when the bank
s and
other financial institutions inevitably recovered, criticism Slowed.
145 Any reprieve would prove temporary as the securities market was toppling, especially in rai
lroads
and steel. As well, New York lacked the cash to pay its schoolteachers and other employees' sala
ries or
to meet general obligations (Jackson, 1984, p270-271; Gross, 1996, p69-70).
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p I 9 9 ) . H o w e v e r , g i v e n t h a t l e g i s l a t i o n s o u g h t b y R o o s e v e l t w a s r e f u s e d e n a c t m e n t b y
C o n g r e s s f o r s o m e s e v e n y e a r s , 1 4 6 o t h e r s w e r e m o r e c a u t i o u s i n c r e d i t i n g J P w i t h s u c h
l o f t y a s p i r a t i o n s .
J a c k s o n ( 1 9 8 4 , p 2 7 5 ) i s m u c h m o r e s u s p e c t o f J P ' s r u t h l e s s e x e r c i s e o f c e n t r a l i z e d
f i n a n c i a l c o n t r o l . I t d i d l i t t l e t o i m p r o v e n a t i o n a l p r o d u c t i o n o r t a c k l e t h e b a s i c c a u s e s
o f a d e p r e s s e d e c o n o m y . I n d e e d , t h e f o r c e d s a l e o f T C & I s t o c k f o r a r o u n d $ 5 0 m i l l i o n
u l t i m a t e l y e n r i c h e d t h e s t e e l t r u s t t e n f o l d ( S o b e l , 1 9 6 5 , p 1 9 6 ) . T h i s w a s o f n o c o m f o r t
f o r i n v e s t o r s r u i n e d b y t h e f a i l u r e o f K n i c k e r b o c k e r . U n e m p l o y m e n t s o a r e d t o o v e r
t h r e e m i l l i o n , w i t h m o s t s o o n d e s p e r a t e e n o u g h t o w o r k f o r t h i r t y - f i v e c e n t s a d a y .
S o c i a l e v i l s o f a n a l a r m i n g c r i m e r a t e i n t h e c i t i e s a n d t h o u s a n d s o f s o - c a l l e d v a g r a n t s
b e i n g r o u n d e d u p b y t h e p o l i c e i n r u r a l a r e a s f o l l o w e d . T h e e u p h o r i a o f t h e p o t e n t i a l
o f t h e s t o c k m a r k e t c o n t i n u e d u n a f f e c t e d , t h e p u b l i c r e l i e v e d t h a t t h e c r i s i s h a d
a p p a r e n t l y e n d e d w i t h f a r l e s s d a m a g e t h a n m a n y f e a r e d ( S o b e l , 1 9 6 5 , p I 9 7 - 1 9 8 ) .
C r i t i c i s m o f t h e P r e s i d e n t f r o m s o m e q u a r t e r s l e d t o h i s u r g i n g a m o r a l r e g e n e r a t i o n
o f t h e b u s i n e s s w o r l d . T h i s w a s i n t e r p r e t e d a s a w a r n i n g t o S t a n d a r d O i l , t h e t o b a c c o
t r u s t , a n d o t h e r p r i m e t a r g e t s ( H a w k i n s , 1 9 6 2 , p 5 2 - 5 3 ) . T h e l a t e s t c r i s i s h a d s t a r k l y
e x p o s e d t h e l i m i t a t i o n s o f h i s a n t i m o n o p o l y m e a s u r e s b u t i t h a d n e v e r t h e l e s s p r o v e d
t h a t o n l y b a n k i n g d e c e n t r a l i z a t i o n , w i t h s t r i c t e r a n d f a r m o r e r e s p o n s i b l e f e d e r a l
c o n t r o l , o f f e r e d a n y h o p e o f l a s t i n g s t a b i l i t y ( J a c k s o n , 1 9 8 4 , p 2 7 7 ) . W h i l e R o o s e v e l t
w a s c o n s i d e r e d b y s o m e a s a f o e o f b i g b u s i n e s s , h e w a s c o n s e r v a t i v e i n h i s e c o n o m i c
v i e w s . H i s a r g u m e n t w a s w i t h b a d , n o t a l l , t r u s t s ( S o b e l , 1 9 6 5 , p I 9 9 ) .
J P d i s r e g a r d e d v a r i o u s s i g n a l s o f d i s c o n t e n t , c o n c l u d i n g i n s t e a d t h a t h i s w i l l c o u l d b e
i m p o s e d n o t o n l y o n t h e m o s t p o w e r f u l b a n k s a n d t r u s t s , b u t a l s o i f n e c e s s a r y o n t h e
f e d e r a l g o v e r n m e n t . H i s n e x t l o g i c a l s t e p w a s t o b r i n g u n d e r h i s c o n t r o l t h e a s s e t - r i c h
l i f e i n s u r a n c e c o r p o r a t i o n s . O n e e a s y p r e y w a s t h e w e a k e n e d T r u s t C o m p a n y o f
A m e r i c a ( J a c k s o n , 1 9 8 4 , p 2 7 7 ) . O t h e r s t o o w o u l d c o m e u n d e r h i s c o n t r o l ( S o b e l ,
1 9 6 5 , p 2 0 0 ) .
T h e f i n a n c i a l p a n i c o f 1 9 0 7 r e v e a l e d i n t e r a l i a , t h e i n a d e q u a c y o f p u b l i c l y a v a i l a b l e
i n f o r m a t i o n o n t h e c o r p o r a t i o n s a s w e l l a s o u t r i g h t f r a u d i n i n d u s t r i a l a n d i n s u r a n c e
i n d u s t r i e s . B i g b u s i n e s s w a s d i s c r e d i t e d i n t h e e y e s o f m a n y , p r o v i d i n g a s o c i a l
e n v i r o n m e n t f a v o u r a b l e t o w a r d s i n c r e a s e d d e m a n d f o r r e m e d i a l l e g i s l a t i o n .
G o v e r n m e n t u n d o u b t e d l y b e g a n t o a s s e r t m o r e i n f l u e n c e t o c o n t r o l c o r p o r a t i o n s b y
r e g u l a t i o n , c r e a t i n g i n t u r n n e w a n d l a r g e d e m a n d s f o r a c c o u n t i n g s e r v i c e s . l ' "
W h e n i n 1 9 0 8 R o o s e v e l t s t e p p e d d o w n , J P ' s w e l l - t r i e d s t r a t e g y s e e m e d
u n c h a l l e n g e a b l e , w i t h s u b s t a n t i a l c o n t r o l o f N e w Y o r k ' s t w o m o s t f l o u r i s h i n g b a n k s ,
t h r e e t r u s t s a n d t h e l e a d i n g i n s u r a n c e c o m p a n i e s . A s w e l l , c o n t r o l h a d b e e n a c h i e v e d
1 4 6 C o n g r e s s w o u l d f i n a l l y e n a c t l e g i s l a t i o n t o c r e a t e t h e F e d e r a l R e s e r v e B o a r d i n 1 9 1 3 a n d t h e
F e d e r a l T r a d e C o m m i s s i o n ( F T C ) i n 1 9 1 4 . E d w a r d s ( 1 9 6 0 , p 1 5 4 ) p o i n t s o u t , ' W h i l e t h e U n i t e d S t a t e s
w a s v a c i l l a t i n g b e t w e e n n e u t r a l i t y a n d p a r t i c i p a t i o n i n W o r l d W a r I , a n e w a r m o f t h e g o v e r n m e n t w a s
c r e a t e d , t h e F e d e r a l T r a d e C o m m i s s i o n . O n e o f i t s f u n c t i o n s o f i n t e r e s t t o a c c o u n t a n t s w a s t o
i n v e s t i g a t e a l l c o r p o r a t i o n s i n i n t e r s t a t e c o m m e r c e e x c e p t b a n k s a n d c o m m o n c a r r i e r s a n d r e q u i r e
f i n a n c i a l r e p o r t s f r o m t h e m . '
1 4 7 T h i s a r g u a b l y a l s o s a w t h e b e g i n n i n g o f t h e m a r k e t f o r p r o f e s s i o n a l a d v i c e c o n c e r n i n g p o s s i b l e
l o o p h o l e s a n d o t h e r w a y s b y w h i c h l e g i s l a t i o n c o u l d b e c i r c u m v e n t e d .
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i n r e s p e c t o f c a p i t a l i n f r a s t r u c t u r e o f 5 0 , 0 0 0 m i l e s o f r a i l r o a d s a n d n e a r - m o n o p o l i e s
l i k e U n i t e d S t a t e s S t e e l , G e n e r a l E l e c t r i c , I n t e r n a t i o n a l H a r v e s t e r , a n d t h e A m e r i c a n
T e l e p h o n e C o m p a n y . T h e o n l y t w o s e r i o u s t h r e a t s w o u l d c o m e f r o m e i t h e r a h o s t i l e
a d m i n i s t r a t i o n o r a r g u a b l y J P ' s o w n f o l i e d e g r a n d e u r ( J a c k s o n , 1 9 8 4 , p 2 8 2 - 2 8 3 ) .
M o n e t a r y t r u s t i n v e s t i g a t i o n s b e g a n i n 1 9 0 9 w h e n a N e w Y o r k s t a t e c o m m i t t e e ( t h e
H u g h e s C o m m i t t e e ) i n v e s t i g a t e d t h e a f f a i r s o f b a n k s a n d i n s u r a n c e c o m p a n i e s a n d t h e
p r a c t i c e s o f t h e N Y S E . F i l i n g s o f f i n a n c i a l s t a t e m e n t s o f l i s t e d c o m p a n i e s w i t h t h e
N Y S E w e r e r e c o m m e n d e d . A n o t h e r f i n d i n g i n d i r e c t l y a p p r o v e d t h e m a r k e t - p l a c e a s a
s e l f - r e g u l a t o r y d e v i c e ( S o b e l , 1 9 6 5 , p I 9 5 ) . A s a c o n s e q u e n c e , i t w a s a r g u e d ,
l e g i s l a t i o n t o c o n t r o l t h e N Y S E w a s u n n e c e s s a r y .
B e f o r e a n i n v e s t i g a t i n g c o m m i t t e e o n t h e S t e e l T r u s t , J u d g e G a r y ( J P ' s k e y
l o b b y i s t
l 4 8
) a g r e e d ' t h a t s o m e c o o p e r a t i o n m i g h t b e p o s s i b l e u n d e r s t r i c t e r f e d e r a l
s u p e r v i s i o n , b u t r e m i n d e d t h e m t h a t a n e f f i c i e n t l y r u n t r u s t w a s i n f i n i t e l y p r e f e r a b l e
t o t h e w i l d c a t s p e c u l a t i o n o f t h e b a d o l d d a y s . ' H e a r g u e d q u a l i t i e s l i k e J P ' S 1 4 9 m i g h t
d o h a r m o r g o o d i n b a n k i n g c i r c l e s . I S O A b a l a n c e t o w a r d s g o o d w a s i m p l i e d . N o t h i n g
w a s r e s o l v e d b y t h e c o m m i t t e e ( J a c k s o n , 1 9 8 4 , p 2 8 3 - 2 8 4 ) .
I n d u s t r i a l r e l a t i o n s p r o b l e m s a n d a d d i t i o n s b y m e r g e r t o J P ' s r a i l r o a d n e t w o r k
c o n t i n u e d t o p r o v i d e a d v e r s e p u b l i c i t y . I t c o u l d b e c l a i m e d J P n o w v i r t u a l l y
c o n t r o l l e d U S A c a s h a n d c r e d i t s y s t e m s . I f n e c e s s a r y , h e h a d d i r e c t p r e s i d e n t i a l
c o n t a c t w i t h t h e l e t h a r g i c a n d o f t e n u n p r e d i c t a b l e T a f t a d m i n i s t r a t i o n ( J a c k s o n , 1 9 8 4 ,
p 2 9 1 , p 2 9 4 ) .
A f t e r a n i n i t i a l f o c u s o n g i a n t c o r p o r a t i o n s a n d t h e i r i n d u s t r i a l c o m b i n a t i o n s , t h e
p r o g r e s s i v e s ' a t t a c k , s o m e t i m e a f t e r 1 9 1 0 a n d e s p e c i a l l y a f t e r t h e 1 9 1 2 - 1 9 1 3 M o n e y
T r u s t I n v e s t i g a t i o n , m o v e d t o t h e M o n e y T r u s t ( i n c l u d i n g J P a n d f e l l o w i n v e s t m e n t
b a n k e r s ) w h i c h , t h r o u g h i t s c o n t r o l o f b i g b u s i n e s s , a l l e g e d l y r a n t h e c o u n t r y
( H a w k i n s , 1 9 6 2 , p 5 0 - 5 1 ; S o b e l , 1 9 6 5 , p I 9 9 ) .
I n t h e m e a n t i m e , e v e n t s w e r e a g a i n t o h a v e u n e x p e c t e d s o c i a l a n d e c o n o m i c e f f e c t s .
R o o s e v e l t r a n a g a i n f o r p r e s i d e n t u n d e r t h e P r o g r e s s i v e P a r t y , p a r t o f w h o s e p l a t f o r m
i n c l u d e d l i b e r a l r e f o r m s . J P g a v e t h e D e m o c r a t i c n o m i n e e , W o o d r o w W i l s o n , n o
p o s s i b l e c h a n c e o f v i c t o r y . H e w a s s e e n a s a w o o l l y , h i g h - m i n d e d i d e a l i s t ( J a c k s o n ,
1 9 8 4 , p 2 9 9 ) . I S I
1 4 8 J a c k s o n ( 1 9 8 4 , p 2 8 4 ) o b s e r v e d , ' M o r g a n h a d g o o d c a u s e t o a p p r e c i a t e G a r y ' s v a l u e a s a l o b b y i s t ,
p a s t a n d p r e s e n t . H e o b s e r v e d a f t e r a b o a r d m e e t i n g a t 2 3 W a l l S t r e e t , " I d o n ' t k n o w w h a t I ' d d o
w i t h o u t h i m . T h e J u d g e c a n h a v e a n y t h i n g w i t h i n m y p o w e r t o g i v e . ' ' ' S e e a l s o S o b e l ( 1 9 6 5 , p 1 9 6 ) ;
P r e v i t s & M e r i n o ( 1 9 9 8 , p 2 2 2 ) .
1 4 9 H e r e , w e a l t h , c h a r a c t e r a n d c o u r a g e w e r e e x p l i c i t l y m e n t i o n e d .
1 5 0 G a r y a r g u e d f o r a p p l i c a t i o n t o t h e i n d i v i d u a l , t h e c o r p o r a t i o n o r G o v e r n m e n t .
1 5 1 W i l s o n , b o r n i n S t a u n t o n , V i r g i n i a , w a s e l e c t e d p r e s i d e n t i n 1 9 1 2 . I n t h a t y e a r , t h e U S A S e n a t e
c o n v e n e d t h e C l a p p C o m m i t t e e ( 1 9 1 2 ) t o i n v e s t i g a t e ' B i g B u s i n e s s c o n t r i b u t i o n s t o R e p u b l i c a n
c a m p a i g n f u n d s f r o m t h e 1 9 0 4 p r e s i d e n t i a l e l e c t i o n o n w a r d . ' A s w e l l , o t h e r i n v e s t i g a t i o n s f o l l o w e d
( J a c k s o n , 1 9 8 4 , p 3 0 2 - 3 0 3 ) .
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Wilson (1913) argued that the greatest monopoly in USA was the money monopoly.
While an industrial nation was controlled by its credit, the USA system of credit was
concentrated in the hands of a few men who had the ability to check or destroy
economic freedom (Jackson, 1984, p300). Wilson's argument was taken up by
Brandeis (1913, p1-6).152
Brandeis claimed the dominant role of the investment banker in the creation of big
business had seen them directinggower in a number of large railway, public utility
and other industrial corporations.' They had similar power in certain banks and trust
companies, giving them control over and use of 'other people's money'. Brandeis
argued that in order to destroy the financial monopoly found in big business, the
money trust had first to be dissolved.
The House Committee on Banking and Currency in 1912 included a sub-committee
(popularly known as the Pujo Committee) to which various business interests
(including JP) were called to testify. It was to investigate the events leading up to the
1907 crisis, especially the remarkable 'community of interest' subsequently
developed between JP's firm and the country's most influential banks, trusts, and
insurance concerns. 'With the president-elect's approval the committee would
determine whether this constituted a "Money Trust" that had alle¥edly ignored the
national interest for selfish motives of gain' (Jackson, 1984, p304).15
Despite probing questioning, JP in evidence referred to phrases like 'the thing to do'
and 'it would be better'. JP argued155 that training and heritage, when based on trust
and honour, meant people like him were best equipped to run the nation's financial
affairs (Alien, 1948; Sobel, 1965, p199; Jackson, 1984). Interestingly, as is discussed
later, the idea that training and heritage produced people who could and would
exercise necessary control based on trust was raised again in debates on the control of
152 Similar charges were made in other countries, including UK and Germany (Sobel, 1968, p324).
153 The Wilson-Brandeis argument is also discussed in Hawkins (1962, p51-52).
154 Parallels may be drawn with the 1990s when Enron's questionable financial actions in w
hich a
congruence of interests among financial institutions is required to facilitate those actions. The
y would
later be subject to Congressional inquiry and public outrage (The Economist, 2005d, p7). Jackson
(1984, p305) continues, 'The country was agog for [JP's] appearance as a witness. It had an added
piquancy. Samuel Untermeyer, chief counsel for the Committee, had made his reputation as a re
lentless
prosecutor in exposing the Equitable Life Assurance Company's irregularities, the Stand
ard Oil
monopoly, and several other suits for violation of antitrust laws. As a lifelong champion of or
ganized
labor and his fellow Jews, he was expected to strip the proud old bigot of all his epau
lets and
decorations in what promised to be a Dreyfus trial in reverse. As it turned out, there was n
o vulgar
attempt at character assassination, Untermeyer's courtesy fully matching the dignity of his op
ponent.'
To continue the modern analogy, Warren Buffet's appearance before regulatory authorities in
2005 to
respond to concerns about untoward 'insurance' practices held great public attention (Aylmer, 2005;
Coultan, 2005; Drawbaugh, 2005).
155 One exchange may be used to support JP's type of argument. There, Untermeyer, chief cou
nsel for
the Committee, suggested to JP
that profit was the mainspring ofhis system.
"No, sir" Morgan objectedemphatically. "The first thing is character. "
[Untermeyer asked] "Before money or property?"
[JP replied] "Before money or anything else" (Sobel, 1968, p325; Jackson, 1984, p307).
60
t h e s e c u r i t i e s m a r k e t a n d t h e r e l a t e d d e v e l o p m e n t o f a c c o u n t i n g p r i n c i p l e s ( s e e 3 . 2 . 2
& 4 . 4 . 2 ) .
T h e r e s u l t i n g P u j o R e p o r t c l e a r l y e n d o r s e d W i l s o n ' s n e w F e d e r a l R e s e r v e s y s t e m a n d
h i s r e p e a t e d p l e d g e t o c h e c k m o n o p o l i s t i c s t o c k h o l d i n g s ( J a c k s o n , 1 9 8 4 , p 3 1 0 ) . I t
w o u l d a l s o l e a d t o t h e C l a y t o n A c t i n t r o d u c e d t o m o n i t o r m o n o p o l i e s a n d a r b i t r a r y
p r i c e f i x i n g . I t b e c a m e i l l e g a l f o r a n y o n e t o s e r v e o n t h e b o a r d s o f t w o c o m p e t i n g
c o m p a n i e s o r o n m o r e t h a n o n e b a n k w h o s e c a p i t a l r e s e r v e s a n d u n d i v i d e d p r o f i t s
e x c e e d e d $ 5 m i l l i o n ( J a c k s o n , 1 9 8 4 , p 3 1 4 ) . 1 5 6 A s w e l l , v a r i o u s s t o c k e x c h a n g e s w e r e
s e e n , b y t h e i r l i s t i n g r e q u i r e m e n t s , a s a w a y o f a c h i e v i n g m o r e u n i f o r m a n d c o m p l e t e
c o r p o r a t e p u b l i c i t y - a k e y p a r t o f c o r p o r a t e r e f o r m ( H a w k i n s , 1 9 6 2 , p 9 7 _ 9 9 ) . 1 5 7
W h i l e t h e P u j o C o m m i t t e e d i d n o t p r o v e t h e c l a i m o f c o m p l e t e c o r r u p t i o n i n t h e s t o c k
e x c h a n g e s , t h e a c t i o n s o f t h e e x c h a n g e s w e r e c e r t a i n l y n o t s e e n a s b e i n g v i r t u o u s .
A r g u a b l y , N Y S E s u p p o r t e d g r e a t e r p u b l i c i t y o f c o r p o r a t e a f f a i r s . H o w e v e r , i n 1 9 1 3
m o r e c o n c e r n w a s p l a c e d o n i m m e d i a t e p r o b l e m s l i k e e f f e c t i v e c o n t r o l o v e r m e m b e r s
o r i n c r e a s i n g t h e n u m b e r o f l i s t e d c o m p a n i e s ( H a w k i n s , 1 9 6 2 , p l 0 2 - 1 0 3 ) .
J P ' s d e a t h i n 1 9 1 3 t o J a c k s o n ( 1 9 8 4 , p 3 1 2 ) ' t o l l e d t h e e n d o f a n e r a . H i s f i r m w o u l d
g r o w f a r r i c h e r i n t h e W W I a n d d u r i n g t h e s e v e n f a t y e a r s b e f o r e t h e W a l l S t r e e t
c r a s h , b u t n o p r i v a t e b a n k e r w o u l d e v e r a g a i n g o v e r n A m e r i c a ' s c a s h a n d c r e d i t a s , f o r
g o o d o r i l l , h e h a d f o r o v e r a q u a r t e r o f a c e n t u r y . ' 1 5 8
F r o m 1 9 0 8 t o 1 9 1 4 , b u s i n e s s a n d f i n a n c e i n g e n e r a l a n d W a l l S t r e e t i n p a r t i c u l a r w e r e
u n d e r s c r u t i n y f r o m v a r i o u s g o v e r n m e n t b o d i e s ( S o b e l , 1 9 6 5 , p 1 9 8 ; S o b e l , 1 9 6 8 ,
p 3 2 4 - 3 2 7 ) . I n o n e i n v e s t i g a t i o n , t h e N Y S E w a s d e s c r i b e d a s a ' p r i v a t e c l u b ' t o w h i c h
l e g a l m e t h o d s t o c o n t r o l f r a u d a n d o t h e r i r r e g u l a r i t i e s b y m e m b e r s w e r e n o t
e n f o r c e d . 1 5 9 M e m b e r s ' i n t e r e s t s w e r e d o m i n a n t .
I S 6 d e B e d t s ( 1 9 6 4 , p 5 ) r e i n f o r c e s t h e s i t u a t i o n , ' T h e P u j o C o m m i t t e e ' s r e c o m m e n d a t i o n s , w h i c h
i n c l u d e d o u t l a w i n g s t o c k m a n i p u l a t i o n , s e p a r a t i n g t h e b a n k i n g a n d i n v e s t m e n t f u n c t i o n s , a n d
p r e v e n t i n g o f f i c e r s f r o m b o r r o w i n g t h e i r o w n b a n k ' s f u n d s , f o u n d l i t t l e r e s p o n s e i n C o n g r e s s . T h e
e m e r g e n c y e f f o r t s o f t h e F e d e r a l T r a d e C o m m i s s i o n d u r i n g W o r l d W a r I i n t h e s e c u r i t i e s f i e l d p r o v e d
e n t i r e l y i n e f f e c t i v e b u t f u r n i s h e d t h e b a s i s f o r s o m e l e g i s l a t i o n t h a t a t t e m p t e d c o r r e c t i o n o f f r a u d u l e n t
s e c u r i t y i s s u a n c e . '
1 5 7 M e m b e r s o f t h e i n v e s t m e n t b a n k i n g c o m m u n i t y i n g e n e r a l s u p p o r t e d a d e m a n d f o r g r e a t e r p u b l i c i t y
o f c o r p o r a t e a f f a i r s ( H a w k i n s , 1 9 6 2 , p i 0 7 ) .
1 5 8 G r o s s ( 1 9 9 6 , p 6 4 ) c o n c l u d e d , ' A t r o o t , h e w a s a r e l e n t l e s s s e e k e r o f o r d e r ; a b a n k e r , n o t a
s p e c u l a t o r . ' S e e a l s o S o b e l ( 1 9 6 8 , p 3 2 2 - 3 2 3 ) .
I S ' d e B e d t s ( 1 9 6 4 , p I 5 ) w r i t e s , ' T h e S t o c k E x c h a n g e , a s r e f l e c t e d i n ' " a d d r e s s e s , s t a t e m e n t s , a n d
C o n g r e s s i o n a l t e s t i m o n y , w a s a c o m p l e t e l y l a i s s e z - f a i r e i n s t i t u t i o n , t h e i m p e r s o n a l o p e r a t i o n s o f w h i c h
w e r e a s e p t i c a l l y r e f e r r e d t o a s a b a r o m e t e r t h a t s i m p l y r e c o r d e d n a t i o n a l b u s i n e s s a n d i n d u s t r i a l
p r e s s u r e s . A n y r e f e r e n c e t o a c t i v i t i e s o f i t s m e m b e r s i n p u r s u i t o f p e r s o n a l g a i n a t t h e v i o l e n t e x p e n s e
o f t h e p u b l i c e c o n o m i c g o o d w a s e f f e c t i v e l y f o r e s t a l l e d . T h i s w a s a c c o m p l i s h e d b y a r e f u s a l t o
c o n s i d e r t h a t t h e m e c h a n i c s o f E x c h a n g e o p e r a t i o n s o r t h e p r a c t i t i o n e r s t h e r e o f w e r e o f p u b l i c i n t e r e s t
o r s u b j e c t t o p u b l i c c r i t i c i s m . A s S E C c o m m i s s i o n e r W i l l i a m O . D o u g l a s d e s c r i b e d i t s e v e r a l y e a r s
l a t e r , t h e i m a g e p r e s e n t e d w a s o n e o f a p r i v a t e c l u b i n w h i c h t h e m e m b e r s c o u l d d o n o w r o n g , s o l o n g
a s t h e i r b e h a v i o r t o w a r d e a c h o t h e r w a s g o v e r n e d b y c l u b r u l e s . '
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A s d i d J P i n p a r t i c u l a r a n d b u s i n e s s i n g e n e r a l , t h e a c c o u n t i n g p r o f e s s i o n ( r e p r e s e n t e d
b y t h e A m e r i c a n I n s t i t u t e o f A c c o u n t a n t s ) o b j e c t e d t o t h e p r o p o s a l s f o r f e d e r a l
g o v e r n m e n t i n t e r v e n t i o n ( p r e v i t s & M e r i n o , 1 9 9 8 , p 1 8 6 - 1 8 7 ) . I t s c o m m i t t e e t o d e a l
w i t h f e d e r a l l e g i s l a t i o n i n c l u d e d G 0 M a y , s e n i o r p a r t n e r o f P r i c e W a t e r h o u s e ( H u n t ,
1 9 3 6 , p v - v i ; C h a t o v , 1 9 7 5 , p 4 9 - 5 0 ) , w h o l a t e r a s s u m e d a r o l e o f
c o n s u l t a n t / a d v i s o r / l i n k b e t w e e n t h e p r o f e s s i o n a n d o t h e r b o d i e s l i k e t h e N Y S E . H e
w a s i n s t r u m e n t a l i n t h e d e v e l o p m e n t o f c o n v e n t i o n a l a c c o u n t i n g , b e c o m i n g a k e y
s p o k e s p e r s o n f o r t h e p r a c t i t i o n e r w i n g o f t h e p r o f e s s i o n . H e p r o p o s e d t h e u n i v e r s a l
a d o p t i o n o f t h e d i s c l o s u r e s t a n d a r d s a s s e t f o r t h i n U K C o m p a n i e s A c t s a s m e m b e r s
o f t h e A l A w o u l d b e a b l e t o r e n d e r a h i g h e r s e r v i c e t o t h e c o m m u n i t y . H o w e v e r , h e
d i d n o t w a n t t h i s t h r o u g h l e g i s l a t i o n b u t t h r o u g h c o o p e r a t i o n w i t h b o d i e s l i k e t h e
N Y S E o r I n v e s t m e n t B a n k e r s A s s o c i a t i o n o f A m e r i c a ( I B A A ) . 1 6 0
W h i l e d i s c u s s i o n i n t h i s s e c t i o n m a i n l y d e a l s w i t h f e d e r a l i s s u e s , a t t h e s a m e t i m e
t h e r e w e r e a t t e m p t s t o r e f o r m a t t h e s t a t e l e v e l . S o m e s t a t e s i n t h e i r p u b l i c s e r v i c e
l a w s b e g a n t o c o n s i d e r r e g u l a t i o n t o p r o t e c t i n v e s t o r s a s w e l l a s c o n s u m e r s . U s e w a s
m a d e o f m a i n l y f i n a n c i a l r e p o r t s , s o m e t o s t a t e a u t h o r i t i e s ( c o n s i d e r e d c o n f i d e n t i a l )
a n d s o m e t o s t o c k h o l d e r s . H o w e v e r , a n y p r o t e c t i o n i n t h e f o r m o f f i n a n c i a l d i s c l o s u r e
t o s t o c k h o l d e r s w a s m i n i m a l ( H a w k i n s , 1 9 6 2 , p 1 3 3 _ 1 3 4 ) . 1 6 1
A l s o s o u g h t w a s p r o t e c t i o n o f c i t i z e n s f r o m f r a u d u l e n t a n d u n s o u n d i n v e s t m e n t s . I n
1 9 1 1 , t h e s t a t e o f K a n s a s p a s s e d t h e f i r s t c o m p r e h e n s i v e l i c e n s i n g s t a t u t e r e l a t e d t o
c o r p o r a t e s e c u r i t i e s .
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T h e K a n s a s B a n k C o m m i s s i o n e r w a s a u t h o r i z e d t o p r o h i b i t
t h e s a l e o f a n y s e c u r i t y i n K a n s a s u n l e s s , i n h i s o p i n i o n , t h e c o r p o r a t i o n i s s u i n g t h e
s e c u r i t y p r o m i s e d a f a i r r e t u r n a n d m a n a g e m e n t w a s h o n e s t , f a i r a n d j u s t . T h e s e s t a t e
s t a t u t e s w e r e c a l l e d b l u e s k y l a w s a n d w e r e b a s e d o n a p a t e r n a l i s t i c r e g u l a t i o n
p h i l o s o p h y r a t h e r t h a n , a s d e s c r i b e d i n C h a p t e r 2 , t h e d i s c l o s u r e p h i l o s o p h y o f t h e U K
C o m p a n i e s A c t s ( H a w k i n s , 1 9 6 2 , p I 2 8 ) .
A m i n i m u m a i m o f t h e s e b l u e s k y l a w s w a s t o p r o t e c t t h e p u r c h a s e r o f s e c u r i t i e s f r o m
f r a u d u l e n t p r o m o t e r s . S o m e w e n t f u r t h e r a n d s o u g h t t o p r o t e c t i n v e s t o r s f r o m u n w i s e
i n v e s t m e n t s , e v e n t h o u g h t h e t r a n s a c t i o n w a s h o n e s t . " C o m p a n i e s w e r e r e q u i r e d t o
f i l e s e m i - a r m u a l r e p o r t s a n d k e e p c e r t a i n b o o k s a n d a c c o u n t s . T h e l a t t e r w e r e s u b j e c t
t o e x a m i n a t i o n b y a b a n k c o m m i s s i o n e r a s o f t e n i n v e s t o r s k n e w l i t t l e o f e i t h e r t h e
b u s i n e s s i n s t r u m e n t s l i k e b o n d s a n d s t o c k s o r t h e e n t e r p r i s e i n w h i c h t h e y w e r e a s k e d
t o i n v e s t . I n l i n e w i t h t h e p o p u l i s t p o l i t i c a l t h i n k i n g i n K a n s a s , t h e s t a t e w a s e x p e c t e d
1 6 0 H i s m a j o r c o n t r i b u t i o n s a r e f u r t h e r a n a l y z e d i n C h a p t e r 4 .
1 6 1 H a w k i n s ( 1 9 6 2 , p I 3 8 - 1 3 9 ) p r o v i d e s a n i n t e r e s t i n g a n a l y s i s o f a s t u d y b y H o r a c k ( 1 9 0 3 , p 7 9 - 1 2 2 ) o n
t h e s e f i n a n c i a l r e p o r t s . W a l k e r ( 1 9 7 8 , p 8 - 1 8 ) p r o v i d e s a n e x c e l l e n t s u m m a r y o f e a r l y a t t e m p t s ( f r o m
1 8 9 0 s t o 1 9 0 7 ) t o d e v e l o p a g e n e r a l f r a m e w o r k f o r a s s e t v a l u a t i o n a n d r e l a t e d c o n s e q u e n c e s w h i c h
w o u l d r e m a i n t h e c a s e u n t i l t h e 1 9 4 0 s .
1 6 2 S u b s e q u e n t l y , o t h e r s t a t e s e n a c t e d s i m i l a r l a w s a n d b y 1 9 3 3 e v e r y s t a t e e x c e p t N e v a d a h a d p a s s e d a
g e n e r a l s t a t u t e t o r e g u l a t e i s s u e a n d s a l e o f s e c u r i t i e s t o t h e p u b l i c ( H a w k i n s , 1 9 6 2 , p 1 2 8 ) .
1 6 3 T h i s w a s p r o m p t e d b y t h e u n p r e c e d e n t e d p r o s p e r i t y e x p e r i e n c e d i n t h e a g r a r i a n s t a t e s l i k e K a n s a s .
U n s c r u p u l o u s p r o m o t e r s w e r e a b l e t o c o n v i n c e t h e c i t i z e n s t o e x c h a n g e t h e i r s a v i n g s f o r s t o c k i n
m i n i n g , o i l , l a n d a n d l o a n c o m p a n i e s w h i c h o f t e n p r o v e d t o b e f r a u d u l e n t o r f i n a n c i a l l y u n s o u n d .
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to protect citizens from securities hawkers and fraud-artists (Hawkins, 1962, p139-
147).
This period saw changes in social conditions that produced a popular distrust of great
wealth or great economic power, much to the dismay of those such as JP (Alien,
1948; Jackson, 1984). Public awareness of the transgressions of big business and of
the influence of money on political life increased. A new breed of politicians (of
which Teddy Roosevelt was typical) also used public indignation to achieve
administrative and legislative change.
3.2.1 The UK scene
Around the turn of the century, a boom occurred in mergers and amalgamations
(Walker, 1978, p23; Green & Moss, 1982, p14), trusts being prevalent as in USA.
Included therein were the activities in the RMSP group (see 4.2.1) and the London
and Globe Finance Corporation (L&GF). The latter was a corporate colossus with
activities in several countries and used 'group' arrangements. Its collapse and related
criminal trial of Whittaker Wright
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revealed profit manipulation via asset write-up
and inter-company transactions (especially share trading) to manufacture artificial
profits and improve balance sheets as well as questionable cash transfers. 'Window-
dressing' of balance sheets had become, within limits, common practice in the City
(Valiance, 1955, p56-58, p64; Walker, 1978, p35).
The crash of L&GF came so suddenly that it shook the City.165 Techniques used
allowed individual companies to continue to 'report' profits, then go out and borrow.
However, the Ponzi scheme.l'" as would others over ensuing decades, eventually
imploded.
The commercial and social moralities of the day were questionable given the ability
of the directors to obtain a process of voluntary liquidation, ensuring no official probe
of the books of L&GF. As well, one of the liquidators appointed by the Court was a
senior partner in the firm which had carried out the audit. Later, in an official
investigation following an Order for compulsory liquidation, irregularities were found
in the accounts. Many investors and stockbrokers defaulted and consternation
followed the announcement that the Crown would not be prosecuting as at that time
under Company Law, it was not an offence to issue a false balance sheet. Further, a
164 His financial activities in Australia are well chronicled in Sykes (1988, p215-223).
165 Haldane (\970, p91-92) relates: 'On 15th December 1900, London & Globe published its accounts;
these showed it to be prosperous and there was no hint of the shock so near at hand. Thirteen da
ys later
the Company was declared insolvent and went into liquidation; and this in turn precipitated the c
ollapse
of the others. At the winding-up proceedings it became apparent to the Official Receiver that the
books
were wrong. Whereas London & Globe's records showed a profit for 1899 of L463,372, in fac
t there
was a deficit of no less than Ll,600,000. The question naturally arose: how long had this pretenc
e been
maintained and how had it been done? And what about the others? The answer is that the accou
nts had
been adjusted, so that as one company got into difficulties, it was held up by a loan from one of the
others, enabling the payment of dividends to be maintained.'
166 Clarke et at (2003, p70), 'A "ponzi" scheme was named after a 1920s US market operator, Charles
Ponzi. Such schemes promised high returns on risky assets and their success depended on main
taining
investors' belief that assets' prices would continue to rise forever.' The technique would be app
lied to
various settings over the remainder of the century and persist into the next.
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c r i m i n a l p r o s e c u t i o n f o r f r a u d w a s u n l i k e l y t o s u c c e e d u n l e s s p e r s o n a l b e n e f i t t o t h e
f a l s i f i e r w a s p r o v e n . L a t e r , a s t o c k b r o k e r n a m e d F l o w e r a p p r o a c h e d M r J u s t i c e
B u c k l e y ( l a t e r L o r d W r e n b u r y ) w h o a g r e e d t h a t a p r o s e c u t i o n c o u l d b e b r o u g h t u n d e r
t h e L a r c e n y A c t , 1 8 6 1 ( V a l l a n c e , 1 9 5 5 , p 6 2 - 6 3 ; H a l d a n e , 1 9 7 0 , p 9 3 ) . ' 6 7
I n 1 9 0 0 , t h e c o m p u l s o r y a u d i t c o n t r o l ( a b a n d o n e d i n 1 8 5 6 ) w a s r e i n t r o d u c e d f o r t h e
o r d i n a r y b u s i n e s s c o m p a n y ( H e i n , 1 9 7 8 , p 1 3 7 ; A r a n y a , 1 9 7 9 , p 2 6 6 ) a n d u n d e r t h e
1 9 0 7 A c t t o p u b l i s h a b a l a n c e s h e e t w a s a g a i n r e q u i r e d ( H a l d a n e , 1 9 7 0 , p 1 2 ; H e i n ,
1 9 7 8 , p 7 7 ; p 1 3 8 ; p 1 9 2 ; N o b e s & P a r k e r , 1 9 7 9 , p I 9 8 ) . H o w e v e r , m u c h l a t i t u d e w a s
s t i l l g i v e n t o p r e p a r e r s o f b a l a n c e s h e e t s a s t o w h a t w a s t o b e p u b l i s h e d ( E d e y , 1 9 7 9 ,
p 2 2 6 ) . ' 6 8
T h e 1 9 0 8 A c t w a s p r e c e d e d b y t h e W a r m i n g t o n C o m m i t t e e o f I n q u i r y ( 1 9 0 6 ) .
A r g u m e n t s w e r e a g a i n p o s e d c o n c e r n i n g m o r e d e t a i l e d d i s c l o s u r e , i n c l u d i n g t h e
c o m p u l s o r y p u b l i c a t i o n o f p r o f i t a n d l o s s d a t a . A p r o f e s s i o n a l a c c o u n t i n g b o d y ( t h e r e
w e r e a t l e a s t f o u r o t h e r U K b o d i e s ) m a d e s u b m i s s i o n s . T h e s e i n c l u d e d t h e p r o p o s e d
p u b l i c a t i o n o f d e t a i l s f r o m t h e t r a d i n g a c c o u n t . T h i s w a s a n e w i d e a a s p r e c e d i n g
p r o f i t a n d l o s s r e c o m m e n d a t i o n s s t a r t e d w i t h t h e g r o s s p r o f i t l i n e o f t h e t r a d i n g
a c c o u n t ( H e i n , 1 9 7 8 , p 2 6 0 ; p 3 5 2 - 3 5 3 ) . H o w e v e r , t h e p o l i c y o f m i n i m u m d i s c l o s u r e
c o n t i n u e d , t h e r e a s o n i n g b e i n g t h a t t h o s e w h o d e a l t w i t h l i m i t e d l i a b i l i t y c o m p a n i e s
w e r e r e q u i r e d t o m a k e t h e i r o w n i n q u i r i e s ( A r a n y a . 1 9 7 9 , p 2 6 8 ) .
U n d e r t h e C o m p a n i e s ( C o n s o l i d a t i o n ) A c t , 1 9 0 8 , a b a l a n c e s h e e t w a s t o b e f i l e d w i t h
t h e R e g i s t r a r . T h i s w a s t o c o n t a i n a s u m m a r y o f t h e l i a b i l i t i e s , g i v i n g p a r t i c u l a r s s u c h
a s t o d i s c l o s e t h e i r g e n e r a l n a t u r e ( H e i n , 1 9 7 8 , p 2 3 3 ) .
W h i l e V a l l a n c e ( 1 9 5 5 , p 8 0 ) s u g g e s t s n o n o t a b l e s c h e m e s t o d e f r a u d a g u l l i b l e p u b l i c
w e r e d i s c o v e r e d i n t h e d e c a d e b e f o r e W W I , a l e s s n o t a b l e s i t u a t i o n r e l a t e d t o t h e
C h a r i n g C r o s s B a n k . T h e l e a d i n g f i g u r e h e r e o f f e r e d d e p o s i t o r s a m o s t g e n e r o u s
i n t e r e s t r a t e . I n t u r n , a f t e r s o m e u n s u c c e s s f u l s p e c u l a t i o n s i n g o l d m i n e s a n d p a t e n t s ,
t h e f u n d s w e r e i n v e s t e d i n l a n d d e v e l o p m e n t i n C a n a d a . E v e n t u a l l y , t h e d e p o s i t
i n t e r e s t w a s p a i d n o t f r o m f u n d s f r o m o p e r a t i o n s b u t f r o m f r e s h d e p o s i t s .
S u s p e c t i n g e m p l o y e e e m b e z z l e m e n t , a r e p u t a b l e a c c o u n t a n t w a s a p p r o a c h e d t o
i n v e s t i g a t e t h e b a n k ' s a f f a i r s . S a t i s f i e d w i t h t h e f i n d i n g s , t h e f i r m o f a c c o u n t a n t s w a s
l a t e r e n g a g e d t o a u d i t a n d a d v i s e o n t h e a c c o u n t s o f t h e b a n k . T h i s t i m e , h o w e v e r , t h e
a c c o u n t a n t q u e s t i o n e d t h e p r o f i t a b i l i t y a n d l i q u i d i t y o f t h e b a n k , c o n c l u d i n g i t t o b e
m o r a l l y w r o n g t o a c c e p t f u r t h e r d e p o s i t s . W h e n t h e b a n k o f f i c e r s f a i l e d t o f o l l o w t h a t
a d v i c e , t h e a c c o u n t a n t r e p o r t e d t h e s i t u a t i o n t o t h e D i r e c t o r o f P u b l i c P r o s e c u t i o n s .
A n o f f i c i a l i n v e s t i g a t i o n f o u n d t h a t a s s e t v a l u e s w e r e a t b e s t d o u b t f u l a n d t h a t t h e
b o o k s h a d b e e n f a l s i f i e d f o r y e a r s ( V a l l a n c e , 1 9 5 5 , p 8 1 - 8 3 ) . T h e c y c l e c o n t i n u e d .
1 6 7 T h i s w o u l d a l s o b e t h e m e c h a n i s m u s e d i n t h e a f t e r m a t h o f R M S P ' s c o l l a p s e t w o d e c a d e s l a t e r .
1 6 8 F o r i n s t a n c e , G r e e n & M o s s ( 1 9 8 2 , p 2 5 - 2 6 ) w r i t e o f t h e a b i l i t y o f m a n a g e m e n t , i n p r e p a r i n g t h e
R M S P a c c o u n t s f o r 1 9 0 5 t o 1 9 0 7 , t o c h a n g e d e p r e c i a t i o n r a t e s a n d c r e a t e r e s e r v e f u n d s f r o m p r o f i t s i n
o r d e r t o r e d u c e t h e a p p a r e n t c o s t s o f s h i p s a n d t o a p p e a r c o n s e r v a t i v e . A s w e l l , l e s s d e t a i l a p p e a r e d i n
t h e a c c o u n t s , i t b e i n g c l a i m e d t o b e n e c e s s a r y t o d e n y c o m p e t i t o r s u s e f u l i n f o r m a t i o n .
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3 . 2 . 2 A c c o u n t i n g i n t e r a c t i o n s
A t t h e I n s t i t u t i o n a l t e n s i o n s l e v e l , a s m i g h t b e e x p e c t e d , p r a c t i t i o n e r s a n d t h e i r
p r o f e s s i o n a l b o d i e s p l a y e d a v i t a l r o l e i n m a t t e r s r e l a t e d t o t h e f i n a n c i a l r e p o r t s
( p r e v i t s & M e r i n o , 1 9 9 8 , p 1 8 7 - 1 8 8 ) . S u b m i s s i o n s w e r e m a d e i n U K t o v a r i o u s
C o m m i t t e e s o f I n q u i r y c o n c e r n i n g C o m p a n y L a w i s s u e s . E a r l y i s s u e s o f T h e J o u r n a l
o f A c c o u n t a n c y ( e s t a b l i s h e d i n 1 9 0 5 b y t h e A l A ) i n c l u d e d r e p o r t s o f a S p e c i a l
C o m m i t t e e o n A c c o u n t i n g T e r m i n o l o g y ( e s t a b l i s h e d i n 1 9 0 9 ) .
I n f o r m a t i o n t e n s i o n s a l s o g r e w . S o m e s o u g h t a m o r e a c a d e m i c a~~roach i n
d i s c u s s i n g a c c o u n t i n g p r a c t i c e a n d i t s u n d e r l y i n g r e a s o n i n g . T w o a u t h o r s , 9 S p r a g u e
( 1 9 0 7 ) a n d D i c k i n s o n ( 1 9 1 3 ) , p r o v i d e i n s i g h t s o f t h o s e t i m e s i n t o i s s u e s i n g e n e r a l
a n d o f l i a b i l i t i e s i n p a r t i c u l a r . 1 7
S p r a g u e ' s T h e P h i l o s o p h y o f A c c o u n t s p r e s e n t e d a r a t i o n a l e o f i d e a s u n d e r l y i n g t h e
p r e p a r a t i o n o f a c c o u n t s . t " T h o s e f a c e d w i t h t h e t a s k o f p r e p a r i n g a c c o u n t s w o u l d
u n d e r s t a n d w h y t h e y p r e p a r e a c c o u n t s i n a p a r t i c u l a r w a y . S p r a g u e h a d b e e n i n v o l v e d
i n t e c h n i c a l m a t t e r s a n d u n d e r l y i n g r e a s o n i n g f o r s o m e y e a r s ( L i t t l e t o n , 1 9 3 3 , p 2 0 3 ,
F o o t n o t e 1 ; P a t o n , 1 9 7 2 , p i v ; P r e v i t s & M e r i n o , 1 9 9 8 , p 1 5 4 - 1 5 6 ) .
S p r a g u e ( P 3 ) r e s t r i c t e d t h e t e r m ' a c c o u n t ' t o t h a t w h i c h d e a l s w i t h f i n a n c i a l f a c t s ,
a l t h o u g h t h e d e f i n i t i o n a d o p t e d i s b r o a d e n o u g h t o i n c l u d e n o t o n l y t h o s e i t e m s f o u n d
i n a l e d g e r b u t a l s o t h e b a l a n c e s h e e t i t s e l f . H e ( p 5 - 6 ) a l s o i n t r o d u c e d a n o t i o n o f
r e c i p r o c i t y i n t h e r e l a t e d a c c o u n t s o f d i s t i n c t e n t i t i e s ( A a n d B ) . 1 7 2 I m p l i c i t l y ,
r e a s o n i n g u n d e r l y i n g b o t h t h e i d e n t i f i c a t i o n a n d m e a s u r e m e n t o f a s s e t s a n d l i a b i l i t i e s
i s i n t r o d u c e d .
S p r a g u e ( p 2 0 ) e n v i s a g e s t h e b a l a n c e s h e e t a s a n ' a c c o u n t ' o f s o m e t h i n g o r e v e n t .
B u i l d i n g o n h i s c o n s i d e r e d i m p o r t a n c e o f t h e b a l a n c e s h e e t , t h e b a l a n c e s h e e t ( p 3 0 )
. . . m u s t c o m p r i s e :
1 6 9 O t h e r w r i t e r s , f o r e x a m p l e H a t f i e l d ( 1 9 0 9 ) , w e r e o f c o u r s e a c t i v e i n t h e a r e a . I n t h i s s t u d y ,
S p r a g u e ' s w o r k i s s e l e c t e d t o r e p r e s e n t t h e ' a c a d e m i c ' a p p r o a c h a n d t h a t o f D i c k i n s o n a s o n e w i t h t h e
m o r e p r a c t i t i o n e r o r i e n t a t i o n .
1 7 0 P a t o n ( 1 9 7 2 , p v ) s u m m a r i z e s t h e r e s o l u t i o n o f t h e d i l e m m a s o m e f a c e d : ' S p r a g u e b r u s h e d a s i d e t h e
t i r e s o m e , m u d d l e d , f a n c i f u l r u l e s - o f - t h u m b t h a t h a d c l u t t e r e d t h e t e x t s o n b o o k k e e p i n g f o r m a n y
g e n e r a t i o n s , a n d p r e s e n t e d t h e f r a m e w o r k o f a c c o u n t i n g p r o c e d u r e l o g i c a l l y i n t e r m s o f t h e b a s i c
f i n a n c i a l c o m p o n e n t s a n d c o n c e p t s o f t h e b u s i n e s s e n t i t y , w i t h r e s p e c t t o m e a s u r e m e n t o f b o t h p o s i t i o n
a n d p e r f o r m a n c e . H e i g n o r e d t h e w e i r d p r a c t i c e o f p e r s o n i f y i n g a c c o u n t s . . . H e l i k e w i s e a b a n d o n e d
t h e p r e v a i l i n g a b s u r d m e t h o d s o f a c c o u n t c l a s s i f i c a t i o n ' " A b o v e a l l , h e p u s h e d t h e d o o r a j a r t o a
r e a l i z a t i o n t h a t a c c o u n t i n g c o n s t i t u t e s t h e o u t s t a n d i n g a p p r o a c h t o a p e r v a s i v e u n d e r s t a n d i n g o f
b u s i n e s s e n t e r p r i s e , w i t h i t s c o m p l e x a r r a y o f t r a n s a c t i o n s a n d o p e r a t i o n s , a n d t h e c o n t i n u i n g n e e d -
t h r o u g h o u t - f o r f i n a n c i a l m e a s u r i n g , r e p o r t i n g , a n d p l a n n i n g . '
1 7 1 S p r a g u e ( 1 9 0 7 , p i x ) e l a b o r a t e s , ' A s a b r a n c h o f m a t h e m a t i c a l a n d c l a s s i f i c a t o r y s c i e n c e , t h e
p r i n c i p l e s o f a c c o u n t a n c y m a y b e d e t e r m i n e d b y a p r i o r i r e a s o n i n g , a n d d o n o t d e p e n d u p o n t h e
c u s t o m s a n d t r a d i t i o n s w h i c h s u r r o u n d t h e a r t . 1 h a v e e n d e a v o r e d t o s e t f o r t h t h e s e p r i n c i p l e s s i m p l y
a n d n a t u r a l l y w i t h o u t r e s o r t i n g t o f i c t i t i o u s m o d e s o f p r e s e n t a t i o n , b u t a d h e r i n g t o t h e f u n d a m e n t a l
e q u a t i o n s a n d t h e i r s u b e q u a t i o n s . ' S o m e d e c a d e s l a t e r , C h a m b e r s ( 1 9 6 6 a , C h a p t e r 6 ) w o u l d e c h o
s i m i l a r t h o u g h t s .
1 7 2 T h e i d e a i s a p p l i e d t o a r e l a t i o n s h i p o f a n e n t i t y ( A ) w i t h a b a n k ( B ) w h e r e A ' s a c c o u n t w i t h B a n d
B ' s a c c o u n t w i t h A a r e r e c o n c i l e d .
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(1) the values ofassets, consisting ofproperty and claims, to which the person,
or collection ofpersons, has title;
(2) the values of the claims existing against the assets and which must be
satisfiedfrom them; and
(3) the value of the residue after subtracting (2) from (1) and the respectiv
proprietary interests in that value. 173
He (P34-37) later would apply reciprocity to what a balance sheet would represent.
Under one mode, i: was '!he Universe. in Acco~t with .j;the Proprietors] and under
another, '[the Propnetors] III Account With the Universe".' 4
While it is apparent that the values of the three elements175 comprise the balance
sheet, a dilemma rises. Since the concept of 'asset', defined in (1), is used in the
explanation of (2), it might be inferred that unless there are assets, there can be no
'liabilities' or 'claims'.
The dilemma may be resolved if one notes that Sprague (P31), with shades of Pacioli,
states that one of the two ways of constructing a balance sheet is ' (a) By actual
investigation of quantities and prices of assets, and of liabilities; also of distribution of
proprietorship. In inaugurating a system of accountancy for a concern which has had
no suitable accounts this is the only way. It may be called the inventory method.'
If liabilities exist only if there are assets, then without assets the extent of liabilities
per se might not be investigated. The quantities and amounts of assets must first be
established to which reference must be continually made while determining liabilities.
Sprague's writings on liabilities would not seem to suggest that interpretation. His
concern is with the reasoning underlying a process of preparation of accounts. Further
support is provided by the analysis summarized in Figure 3.1 of his phases (or stages
of development) of the parts of the balance sheet.l76
Sprague's phases fall into two distinct categories. In one group are found rows I, 3, 6
and 7 for Property, Assets, Capital and Cash etc respectively. Here, the sine qua non
characteristic is found in the column headed assets, both liabilities and proprietorship
being defined in terms of this characteristic.
It might be argued that it is equally possible that proprietorship is the all important
heading with assets and liabilities being defined in terms of this characteristic.
However, two reasons support that asset is the primary heading. First, Sprague shows
assets as the first heading. Second, he tends to have on occasion a single term under
J73 Paton (1972, pvi) notes that Sprague 'was a bit of a reformer in English spelling, but his use of
"positiv" and "negativ" '" scarcelywarrants highpraise.' Similar 'spellings' appear in quotations used
in this chapter.
174 The former was to Sprague the USA mode and the latter the UK mode.
'" Sprague (p37) warns of the use of the term 'capital' by bookkeepers to refer to the proprietors'
element. He points out the distinctive terminology concerning 'capital' found in economics. Ch
ambers
(1966a, p114 & 124) would also make the distinction.
176 This is a penetrating analysis regarding a definition of liability in accounting. It certainly prov
ides a
basic standard against which other writings may be evaluated.
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a s s e t s , q u a l i f y i n g t e r m s b e i n g a d d e d i n t h e o t h e r t w o c o l u m n s . I t m i g h t b e i n f e r r e d
t h a t a s s e t i s t h e k e y c a t e g o r y b e f o r e f u r t h e r r e a s o n i n g i s p o s s i b l e .
T h e s e c o n d g r o u p c o m p r i s e s r o w s 2 , 4 , 5 a n d 8 f o r r i g h t s a g a i n s t o t h e r s , s e r v i c e s
h e r e t o f o r e g i v e n , s e r v i c e s e x p e c t e d t o b e r e c e i v e d a n d d e b t o r s t o t h e b u s i n e s s
r e s p e c t i v e l y . H e r e , a s i n t h e f i r s t g r o u p , a l l t h r e e p a r t s o f t h e b a l a n c e s h e e t a r e d e f i n e d
i n t e r m s w h i c h h a v e c o m m o n c h a r a c t e r i s t i c s ; b u t t w o p a r t s a r e n o t b a s e d o n t h e t e r m
u s e d i n t h e r e m a i n i n g p a r t . F o r e x a m p l e , i n r o w 2 , t h e p a r t s a r e d e f i n e d i n t e r m s o f
r e l a t i o n s h i p s o f t h e c o n c e r n w i t h o t h e r p a r t i e s . T h i s i s c o n s i s t e n t w i t h S p r a g u e ' s
s t a t e m e n t ( P 4 9 ) a b o u t l i a b i l i t i e s , ' A s r i g h t s , t h e y a r e t h e r i g h t s o f o t h e r s a g a i n s t u s a n d
o u r p r o p e r t y , j u s t a s t h e a s s e t s a r e o u r r i g h t a g a i n s t o t h e r s . '
W h i l e i n t h e f i r s t g r o u p i t i s i m p o s s i b l e t o h a v e a s a l i a b i l i t y a s o u r c e f r o m w h i c h c a s h
h a s b e e n r e c e i v e d ( w i t h o u t a s s e t s i n c a s h o r c a s h e q u i v a l e n t ) n o r a s a l i a b i l i t y a
d e d u c t i o n f r o m p r o p e r t y ( y e t n o a s s e t p r o p e r t y ) , i n t h e s e c o n d g r o u p a n o t h e r
p o s s i b i l i t y i s f o u n d . A r g u a b l y , w h i l e t h e r e i s n o a s s e t ( r i g h t s a g a i n s t o t h e r s ) , t h e r e
m a y b e a l i a b i l i t y ( o b l i g a t i o n t o o t h e r s ) a n d t h e r e f o r e a d e f i c i t o f r i g h t s r a t h e r t h a n a
s u r p l u s i n p r o p r i e t o r s h i p . S i m i l a r l y i n r o w s 4 a n d 5 a l l p a r t s a r e d e f i n e d i n t e r m s o f
s e r v i c e s a n d i n r o w 8 i n t e r m s o f a r e l a t i o n s h i p w i t h t h e b u s i n e s s .
F i g u r e 3 . 1 A n a l y s e s o f t h e p h a s e s o f t h e p a r t s o f t h e B a l a n c e S h e e t
R O W I A S S E T S
L I A B I L I T I E S
P R O P R I E T O R S H I P
I
I P r o p e r t y D e d u c t i o n s f r o m p r o p e r t y N e t p r o p e r t y
2 I R i g h t s a g a i n s t
O b l i g a t i o n s t o o t h e r s
S u r p l u s o f r i g h t s
o t h e r s
3
I A s s e t s N e g a t i v e a s s e t s
N e t a s s e t s
4 I S e r v i c e s
S e r v i c e s h e r e t o f o r e S u r p l u s o f s e r v i c e s
h e r e t o f o r e g i v e n r e c e i v e d
r e n d e r e d
5
I S e r v i c e s e x p e c t e d S e r v i c e s w h i c h m u s t S u r p l u s o f s e r v i c e s
t o b e r e c e i v e d
b e g i v e n r e c e i v a b l e
6
I C a p i t a l
I L o a n - c a p i t a l
O w n c a p i t a l
7 I T h a t f o r w h i c h
c a s h h a s b e e n
I
S o u r c e s f r o m w h i c h c a s h h a s b e e n r e c e i v e d
g i v e n
C a s h
8 I D e b t o r s t o t h e
I
C r e d i t o r s o f t h e b u s i n e s s
b u s i n e s s
S o u r c e : S p r a g u e , p 5 6 ( R o w n u m b e r s c o l u m n a d d e d ) .
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The foregoing is not meant as a destructive criticism of Sprague' s writing since, as far
as his text is concerned, it is of no matter which phase is selected. In the preparation
of accounts, the crucial point is to adopt a particular row so that a consistent theme is
used in all three parts of the balance sheet. However, he does show that various
phases of liabilities are possible.m Thus provided is a structure to understand the
possibility of different definitions of the element liability, leading to debate thereof.
Sprague's structure and analysis is consistent with his (p3) definition, 'An account is a
systematic statement of financial facts of the same or opposit tendency leading to a
conclusion.' No matter what row is selected, all parts of the balance sheet may be
systematically explained in like terms. The analysis is also consistent with Sprague's
concern with algebraic and classificatory matters and with his presentation of a
rationale of 'accounts'.
But what of the content of the balance sheet? On what grounds is a particular row
(and the preferred definition of liability) to be selected? Sprague does not consider
here questions like these at any length.
The various phases of liabilities are simply listed in the chapter 'Phases of Liabilities'
without detailed discussion (p49, paras11S, 116 and 117). Those phases in which the
definition of 'asset' is the essential characteristic are highlighted (p49-S0) by the
comment, 'Ordinarily there is no designation of certain assets as destined to meet
certain liabilities, but any or all of the assets may, upon default, be expropriated to a
sufficient extent to pay any liability.' Earlier, he (P43) wrote, 'No one asset need
correspond to any particular liability.'
In· these cases, it would seem that to establish whether or not a particular item is a
liability, then it must first be established that assets exist, generally of amount
sufficient to meet the claim. If so, then the item is a liability. In some cases, an asset
and a liability may be directly related. 178
However, the relationship between assets and liabilities becomes confused when the
chapter is concluded (PSI) by the paragraph, '122. While assets may shrink in value,
that shrinkage affects the proprietorship, never the liabilities, which must be regarded
as rigid and inelastic.' Questions arise:
• What happens if the assets shrink in value to such an extent that their value no
longer exceeds the amount of the liabilities?
• Does the liability cease to exist?
• Does proprietorship assume a negative value?
177 For instance, given the eight possible phases of the parts of a balance sheet, the process by
which
accounts are prepared remains unaffected by which phase is selected. However, the one phase m
ust be
consistently adopted for all three parts. It does not of course follow that the content of accou
nts in
general and the balance sheet in particular will be identical under all phases.
178 Of items like a mortgage loan with specific collateral, Sprague (pSI) writes, '120. While there is this
correlation between assets and liabilities taken in pairs, there is seldom exact identity of value
. The
asset is already taken, or intended to be taken, larger than the liability, for prudential reasons; s
o that
there is a residue above the liability such as the equity in the mortgaged property or the margin
in the
loan on eollateral.'
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T h e s e m a t t e r s a r e n o t d i s c u s s e d , t h o u g h S p r a g u e ( P 6 2 ) d o e s i n t r o d u c e a t a l a t e r s t a g e
a n o t i o n o f n e g a t i v e p r o p r i e t o r s h i p w h i c h h e t e r m s ' i n s o l v e n c y ' . H o w e v e r , t h i s i s
r e f e r r e d t o a s a n e x c e p t i o n a l s e t o f c i r c u m s t a n c e s .
A f i n a l a r g u m e n t s u p p o r t i n g ' l i a b i l i t i e s ' b e i n g a n i t e m f o r i n v e s t i g a t i o n i n i t s o w n
r i g h t a n d n o t d e p e n d e n t o n ' a s s e t s ' i s S p r a g u e ' s ( P 4 3 ) c o m m e n t o n a m u n i c i p a l
c o r p o r a t i o n . 1 7 9
I m p l i c i t l y , i t i s p o s s i b l e t o p r e p a r e l i s t s o f l i a b i l i t i e s a n d t h e i r a m o u n t s w i t h o u t d i r e c t
r e s o r t t o a s s e t s .
T h e s t a t e d a i m ( P r e f a c e ) o f D i c k i n s o n ' s A c c o u n t i n g P r a c t i c e a n d P r o c e d u r e i s t o
i n t r o d u c e t o s t u d e n t s a n d t h o s e n o t t r a i n e d i n a c c o u n t i n g , p r o b l e m s e n c o u n t e r e d i n
p r a c t i c e a n d s u g g e s t e d s o l u t i o n s t h e r e t o . H e ( 1 9 1 3 , p 3 1 ) s a w t h e a i m o f a c c o u n t i n g a s
e n a b l i n g t h e f i n a n c i a l c o n d i t i o n o f a n e n t i t y t o b e a s c e r t a i n e d . H o w e v e r , h e a r g u e d
t h a t w h i l e s o m e c l a i m e d g e n e r a l l y t h a t t h e b a l a n c e s h e e t w a s a f a c t u a l r e p r e s e n t a t i o n
o f f i n a n c i a l c o n d i t i o n , i n p r a c t i c e t h i s w a s n o t t h e c a s e . I n s t e a d , i t w a s a t b e s t a g o o d
a p p r o x i m a t i o n ( P 3 2 ) . H e a l s o r e f e r s t o c o n v e n t i o n , t h o u g h n o t n e c e s s a r i l y i n t h e s a m e
s e n s e a s Y a m e y ( 2 . 6 . 2 ) o r M a y ( 4 . 3 . 2 ) .
T h e r e w a s c e r t a i n l y n o a n a l y t i c a l r e a s o n i n g o f S p r a g u e ' s r i g o r o u s t y p e . T h e r e i s
d e s c r i p t i o n a n d d i s c u s s i o n o f i t e m s t o b e d i s c l o s e d . I n d e e d , P r e v i t s ( 1 9 7 4 ) l a u d s
D i c k i n s o n ' s c o n t r i b u t i o n s t o p r o f e s s i o n a l i s s u e s o f t h e t i m e a n d t h e r o l e o f f o r m a t
s u g g e s t e d i n t h e t e x t ( P 6 4 ) . T h e l a t t e r w e r e t h e f o r e r u n n e r o f t h o s e i n c l u d e d i n
p r o f e s s i o n a l p r o n o u n c e m e n t s i n 1 9 1 7 ( s e e 3 . 3 . 2 ) a n d i n 1 9 2 9 ( s e e 4 . 2 . 2 ) .
I n l i n e w i t h t h e i d e a s o f t h e i m p o r t a n c e o f ' c h a r a c t e r ' m e t i n 3 . 2 , D i c k i n s o n ( p 2 4 9 )
t o o s a w a c c o u n t i n g p r o b l e m s b e i n g r e s o l v e d b y r e s o r t t o t h e q u a l i t i e s o f t h e
a c c o u n t a n t . 1 8 0 S i m i l a r a r g u m e n t s a r e f o u n d i n 4 . 4 .
A d e v e l o p m e n t a t t h i s t i m e o f i n t e r e s t t o t h i s s t u d y w a s t h e c o n t i g u o u s a r g u m e n t o f
t h e e c o n o m i s t F i s h e r ( 1 9 0 6 , p 2 6 4 ) . H e w a s t o i n c o r p o r a t e t h e e c o n o m i s t ' s a p p r o a c h t o
t h e q u a n t i f i c a t i o n o f w e a l t h a n d t h e r e l a t e d i n c o m e u s i n g f u t u r e e x p e c t a t i o n s a n d
c a p i t a l i s a t i o n o f d i s c o u n t e d v a l u e s , a r g u i n g t h a t s i m i l a r r e a s o n i n g c o u l d b e a p p l i e d t o
a c c o u n t i n g . l ' " F i s h e r ( P 2 6 5 ) d i d a c k n o w l e d g e t h e a s s u m p t i o n o f ' t h e e x i s t e n c e o f
1 7 9 S p r a g u e ( p 4 3 ) , ' I t h a s l i a b i l i t i e s a l s o ; b u t n o b a l a n c e c a n b e s t r u c k b e t w e e n i t s a s s e t s a n d i t s
l i a b i l i t i e s w h i c h w i l l d e f i n e i t s s t a t u s t o a n y i n s t r u c t i v p u r p o s e . L i s t s o f i t s a s s e t s s o f a r a s a s c e r t a i n a b l e
a r e v a l u a b l e ; l i s t s o f i t s l i a b i l i t i e s a r e e v e n m o r e s o ; b u t i t s p r o p r i e t o r s h i p c a n n o t b e r e d u c e d t o d o l l a r s
a n d c e n t s a n d h e n c e i t s b a l a n c e s h e e t i s n o n - e x i s t e n t . '
1 8 0 D i c k i n s o n ( \ 9 1 3 , p 2 4 9 ) , . . . . a b i l i t y , c o u p l e d w i t h t a c t a n d h o n e s t y , t o a s c e r t a i n f a c t s w i t h o u t
f r i c t i o n a n d w i t h i m p a r t i a l i t y ; a m i n d u n b i a s e d b y p r e v i o u s c o n c e p t i o n s , a n d f r e e t o r e a c h i n d e p e n d e n t
a n d r e l i a b l e c o n c l u s i o n s o f f a c t ; a n d a w i l l s t r o n g e n o u g h t o m a i n t a i n s u c h c o n c l u s i o n s a g a i n s t t h e
a r g u m e n t s , o p i n i o n s , o r d e s i r e s o f o p p o n e n t s i n t e r e s t e d i n s o m e o p p o s i t e o r i n c o n s i s t e n t c o n c l u s i o n ,
a n d y e t t o a d a p t s u c h p a r t s o f t h e i r a r g u m e n t s a s m a y t h r o w n e w l i g h t o n t h e q u e s t i o n s a t i s s u e . W i t h
s u c h q u a l i t i e s , a n d w i t h t h e a d d e d t e c h n i c a l t r a i n i n g a n d p r a c t i c a l e x p e r i e n c e w h i c h a r e e q u a l l y
n e c e s s a r y , t h e i n d i v i d u a l i s i n f a c t a n a c c o u n t a n t q u a l i f i e d t o d e a l w i t h m a n y q u e s t i o n s . . . a n d t o a d d
n e w p r i n c i p l e s . . . '
1 8 1 F i s h e r ( 1 9 0 6 , p 2 6 4 ) a r g u e s , ' F r o m t h e f o r e g o i n g a c c o u n t s i t i s c l e a r t h a t t h e t h e o r y o f c a p i t a l a n d
i n c o m e w h i c h h a s b e e n e x p l a i n e d a p p l i e s p r a c t i c a l l y t o t h e a c c o u n t i n g o r d i n a r i l y e m p l o y e d i n b u s i n e s s .
S u c h a c c o u n t i n g i s , i n f a c t , n o t h i n g b u t a m e t h o d o f r e c o r d i n g t h e i t e m s o f i n c o m e a n d t h e i r
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a r t i f i c i a l l y s i m p l e c o n d i t i o n s . . . t h a t t h e e n t i r e f u t u r e h i s t o r y o f t h e c a p i t a l i n q u e s t i o n
i s d e f i n i t e l y k n o w n i n a d v a n c e . . . ' F i s h e r ' s i d e a s w o u l d i n f l u e n c e h i s s t u d e n t a n d e a r l y
a c c o u n t i n g w r i t e r C a n n i n g ( 1 9 2 9 ) w h o s e w o r k i s i n t r o d u c e d i n 4 . 2 . 2 . T h i s a p p r o a c h
d e a l s w i t h e c o n o m i c i n c o m e - s e e n a s a n i d e a l ' m e a s u r e ' t o w a r d s w h i c h a
' c o n v e n t i o n a l a c c o u n t i n g / f i n a n c i a l ' i n c o m e s h o u l d b e a i m e d . 1 8 2
S p r a g u e ( 1 9 0 7 , p 3 8 ) d i d q u e s t i o n p a r t s o f F i s h e r ' s a r g u m e n t , e s p e c i a l l y t h e
e x p l a n a t i o n o f a f i c t i t i o u s p e r s o n w h o h e l d a s s e t s a n d i n t u r n o w e s t h e m t o r e a l
p e o p l e . S p r a g u e s u g g e s t e d F i s h e r , t h e e c o n o m i s t . P ' ' i n h i s r e a s o n i n g h a d b e e n m i s l e d
b y t h e l a z y h a b i t o f b o o k k e e p e r s o f c a l l i n g a l l c r e d i t b a l a n c e s l i a b i l i t i e s .
1 8 4
S p r a g u e
( P 4 7 ) e a s i l y a c c e p t e d F i s h e r ' s a r g u m e n t t h a t a l l a s s e t s w e r e c a p i t a l ( a n d n o t t h e i d e a
t h a t P r o p r i e t o r s h i p w a s c a p i t a l ) . F i s h e r ' s d e f i n i t i o n s o f a s s e t s a n d l i a b i l i t i e s i n t e r m s
o f f u t u r e b e n e f i t s / s e r v i c e p o t e n t i a l w o u l d h a v e m a j o r i n f l u e n c e s o n C F d e l i b e r a t i o n s
s o m e 7 0 y e a r s l a t e r ( s e e C h a p t e r 7 ) .
S p r a g u e a l s o s a w b u s i n e s s i n t e r m s o f i n c r e a s i n g w e a l t h - a n e c o n o m i c t e r m . I n d e e d ,
t w o c h a p t e r s w e r e t i t l e d E c o n o m i c A c c o u n t s ( p 6 7 - 7 8 ) a n d T h e E c o n o m i c S u m m a r y
( p 7 9 - 8 9 ) . H o w e v e r , h e ( P 7 9 ) s a w t h e l a t t e r a s P r o f i t a n d L o s s w h i c h p r o v i d e d a v i e w
o f t h e e c o n o m i c h i s t o r y o f t h e p e r i o d . T h e S u m m a r y o f t h e E c o n o m i c A c c o u n t s ( P 8 7 )
a l s o r e c o n c i l e d t h e f i n a l f i g u r e w i t h t h e f i g u r e w h i c h a p p e a r e d i n t h e b a l a n c e s h e e t .
T h e s y n o n y m o u s u s e o f e c o n o m i c a n d f i n a n c i a l w h i l e c l e a r l y e v i d e n t h e r e , w a s
p o t e n t i a l l y q u e s t i o n a b l e .
A n i s s u e m e t a t t h e I n s t i t u t i o n a l - p r o f e s s i o n a l l e v e l w a s t h e u s e o f a u d i t e d b a l a n c e
s h e e t s f o r c r e d i t - a p p l i c a t i o n p u r p o s e s . T h i s w a s a d i v e r s i o n f r o m t h e i d e a o f r e p o r t s
f o r a m o r e g e n e r a l a u d i e n c e . I n s t e a d , t h e y m i g h t b e p r e p a r e d f o r s a y a b a n k e r .
H a w k i n s ( 1 9 6 2 , p 2 2 7 - 2 2 8 ) t r a c e d a n i n t e r e s t i n t h e s e r e p o r t s t o 1 9 1 3 w h e n t h e
A m e r i c a n A s s o c i a t i o n o f P u b l i c A c c o u n t a n t s p r o v i d e d s u g g e s t i o n s o n f o r m a t ( P r e v i t s
& M e r i n o , 1 9 9 8 , p 2 2 8 - 2 2 9 ) . A m o r e w i d e s p r e a d a d o p t i o n o f a n a c c o u n t a n t ' s
c e r t i f i c a t e a s a p r e r e q u i s i t e f o r c r e d i t a p p l i c a t i o n s f o l l o w e d , p r o v i d i n g m o r e w o r k f o r
t h e s e p r o f e s s i o n a l s .
c a p i t a l i z a t i o n a t d i f f e r e n t p o i n t s i n t i m e . A m e r c h a n t ' s b a l a n c e s h e e t i s a s t a t e m e n t o f t h e p r o s p e c t s o f
h i s b u s i n e s s . E a c h i t e m i n i t r e p r e s e n t s t h e d i s c o u n t e d v a l u e o f i t e m s w h i c h h e m a y e x p e c t l a t e r t o e n t e r
i n h i s i n c o m e a c c o u n t . R i g h t l y i n t e r p r e t e d , t h e c a p i t a l a c c o u n t m e r e l y r e p r e s e n t s a s a w h o l e t h e
c a p i t a l i z a t i o n o f e x p e c t e d i t e m s i n t h e i n c o m e a c c o u n t ; t h e f l u c t u a t i o n s o f t h e c a p i t a l a c c o u n t
c o r r e s p o n d w i t h t h e d e v i a t i o n s f r o m t h e s t a n d a r d i n c o m e i n t h e i t e m s o f t h e i n c o m e a c c o u n t ; a n d w h e r e
t h e r e a r e n o s u c h f l u c t u a t i o n s , e v e r y i t e m o f t h e i n c o m e a c c o u n t i s e q u a l t o t h e s t a n d a r d i n c o m e f r o m
t h e c o r r e s p o n d i n g i t e m s o f t h e c a p i t a l a c c o u n t . '
1 8 2 T h e c o n c e p t i s n o w r e l a t i v e l y w e l l k n o w n i n t h e e m p i r i c a l m e t h o d s f o u n d i n r e s e a r c h u s i n g s t o c k
m a r k e t p r i c e s . B a l l e t a t ( 2 0 0 2 ) u s e t h e c o n c e p t s o f e c o n o m i c i n c o m e ( p I ) a n d a c c o u n t i n g i n c o m e ( p 3 )
i n t e s t i n g h y p o t h e s e s o n t h e q u a l i t y o f r e p o r t i n g i n s e l e c t e d c o u n t r i e s .
1 8 3 P a t o n ( 1 9 7 2 , p i i i ) r e c a l l s t h a t i n 1 9 1 2 , h e w a s t a u g h t a c c o u n t i n g p r i n c i p l e s b y a p r o f e s s o r o f
e c o n o m i c s w h o , t h o u g h a n e x c e l l e n t t e a c h e r , k n e w n o t h i n g a b o u t a c c o u n t i n g .
1 8 4 S p r a g u e ( p 2 0 ) t a k e s i s s u e w i t h t h e p r a c t i c e , ' T h o s e w h o u s e t h i s . . . o f t e n c o n t r a d i c t t h e m s e l v e s b y
s a y i n g t h a t t h e p r o p r i e t a r y a c c o u n t i s t h e e x c e s s o f a s s e t s o v e r l i a b i l i t i e s ; b u t i f t h e p r o p r i e t a r y a c c o u n t
i s o n e o f t h e l i a b i l i t i e s t h e r e c a n n o t b e a n y e x c e s s ! ' T h i s p r a c t i c e w a s s t i l l f o l l o w e d b y s o m e i n t h e
1 9 7 0 s ( S t a u n t o n , 1 9 7 4 , p 4 - 5 ) .
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T h i s o v e r l a p p e d w i t h I n f o r m a t i o n t e n s i o n s . V a r i o u s u s e r s o f f i n a n c i a l d a t a w e r e
h i g h l y c r i t i c a l o f t h e a c c o u n t i n g p r o f e s s i o n ' s p r a c t i c e s a n d e t h i c s . S m i t h ( 1 9 1 2 , p 2 5 2 )
a r g u e d t h a t c a u s e s o f a u d i t a b u s e s i n c l u d e d a l a c k o f s c i e n t i f i c m e t h o d i n a c c o u n t i n g
a n d t h e l a c k o f u n i f o r m p r i n c i p l e s a n d t e r m i n o l o g y . H e b e l i e v e d , l i k e S p r a g u e , t h a t
a c c o u n t i n g w a s n o t a n e t h i c s - b a s e d s y s t e m b u t a n e x a c t s c i e n c e . T h i s m a d e i t
a m e n a b l e t o d e f i n i t e r u l e s b u i l t o n d e f i n i t e a x i o m s c a p a b l e i n p r a c t i c e o f p r o d u c i n g
d e f i n i t e a n d e x a c t r e s u l t s . H e s a w t h e r e s p o n s i b i l i t y f o r t h i s r e s t i n g w i t h t h e
p r o f e s s i o n a l a c c o u n t i n g b o d i e s . H e s o u g h t d e f i n i t e r u l i n g s f r o m t h e p r o f e s s i o n o n t h e
c o r r e c t a c c o u n t i n g t r e a t m e n t o f s u c h i t e m s a s d e p r e c i a t i o n , b o n d d i s c o u n t a n d
o r g a n i z a t i o n e x p e n s e s . T h e v a r i e t y o f a c c o u n t i n g t r e a t m e n t s o f t h e s e i t e m s o f t e n
c o n f u s e d t h e n o n - a c c o u n t a n t . H e a r g u e d p r e s c r i p t i o n i n t h e s e a r e a s w o u l d , i n t u r n ,
m i n i m i z e p o t e n t i a l a b u s e s b y t h e d i s h o n e s t b a n k e r o r p r o m o t e r . O t h e r s , i n c l u d i n g
D i c k i n s o n , w e r e n o t i m p r e s s e d ( P r e v i t s & M e r i n o , 1 9 9 8 , p 2 0 7 ) .
V a r i o u s s o l u t i o n s w e r e s u g g e s t e d b y t h e F R B a n d F T C t o p r o b l e m s a r i s i n g f r o m
v a r i a t i o n s i n t h e w a y s s i m i l a r i t e m s w e r e i n c l u d e d i n f i n a n c i a l r e p o r t s . T h e s e i n c l u d e d
e s t a b l i s h m e n t o f u n i f o r m a c c o u n t i n g s y s t e m s f o r a l l m a j o r c o r p o r a t i o n s , p o s s i b l y o n
a n i n d u s t r y b a s i s , o r t h e c r e a t i o n o f a F e d e r a l r e g i s t e r o f p u b l i c a c c o u n t a n t s w h o s e
w o r k w a s a c c e p t a b l e . T h e f o r m e r w a s t o b e c o n s i s t e n t w i t h t h e w o r k b e i n g d o n e
i n t e r n a l l y w i t h i n c o r p o r a t i o n s .
T h e a p p e a l f o r a c c o u n t i n g d a t a b a s e d o n u n i f o r m i t y a t t h e a p p l i c a t i o n l e v e l w o u l d b e
e c h o e d b y o t h e r s , v e r y s h o r t l y b y t h e F T C . L a t e r w r i t e r s , i n c l u d i n g C h a m b e r s , w o u l d
a r g u e f o r u n i f o r m i t y a t t h e u n d e r l y i n g r e a s o n i n g l e v e 1 .
3 . 2 . 3 R e p o r t i n g o f l i a b i l i t i e s
T h e b a l a n c e s h e e t t o b e f i l e d u n d e r t h e 1 9 0 8 U K C o m p a n i e s A c t w a s t o c o n t a i n a
s u m m a r y r e l a t i n g t o l i a b i l i t i e s . P a r t i c u l a r s d i s c l o s e d w e r e o f g e n e r a l n a t u r e ( H e i n ,
1 9 7 8 , p 2 3 3 ; E d w a r d s , 1 9 8 0 , p 3 8 - 3 9 ) .
T o s o m e , t h e d e v e l o p m e n t o f u n i v e r s a l p r e s c r i p t i o n s w a s u n c a l l e d f o r i n a c c o u n t i n g ,
e s p e c i a l l y w h e n t r a n s a c t i o n s w e r e f e w a n d r e l a t i v e l y s i m p l e . L y b r a n d ( 1 9 0 8 - 9 ,
p 3 9 ) 1 8 5 a n d W a l t o n ( 1 9 0 8 - 9 , p 4 5 4 ) 1 8 6 f o r i n s t a n c e f o u n d n o p r o b l e m s r e g a r d i n g t h e
l i a b i l i t y s e c t i o n o f a b a l a n c e s h e e t . H o w e v e r , a s p o i n t e d o u t i n 3 . 2 . 2 , S p r a g u e f o r o n e
s o u g h t r e a s o n i n g u n d e r l y i n g a u n i v e r s a l d e f i n i t i o n .
S p r a g u e d i s c u s s e d t h e c o n c e p t o f l i a b i l i t y i n a n o r d e r l y f a s h i o n . H a v i n g e s t a b l i s h e d
t h a t a b a l a n c e s h e e t i s c o m p r i s e d o f a s s e t s , l i a b i l i t i e s a n d p r o p r i e t o r s h i p , t h e e q u a t i o n
( P 2 3 ) ' A s s e t s = L i a b i l i t i e s + P r o p r i e t o r s h i p ' p r o v i d e d a b a s i s f o r a n a n a l y s i s o f
' t r a n s a c t i o n s ' ( P 2 6 ) o r ' o c c u r e n c e s ' ( P 2 3 ) i n t o d e b i t a n d c r e d i t e n t r i e s .
A l t h o u g h t h e t e r m l i a b i l i t y i s u s e d f r e q u e n t l y t h r o u g h o u t h i s a n a l y s i s , i t i s f u r t h e r
d i s c u s s e d o n l y i n t h e c a s e o f i n d e b t e d n e s s a r i s i n g d i r e c t l y f r o m a n i n c r e a s e i n
1 8 5 L y b r a n d ( 1 9 0 8 - 9 , p 3 9 ) , ' T h e l i a b i l i t i e s u s u a l l y c a l l f o r n o p a r t i c u l a r c o m m e n t , a s , i f t h e y a r e c l e a r l y
s t a t e d , t h e y w i l l b e s e l f - e x p l a n a t o r y . '
1 8 6 W a l t o n ( 1 9 0 8 - 9 , p 4 5 4 ) , ' T h e r e i s n o t m u c h u n c e r t a i n t y i n r e g a r d t o t h e l i a b i l i t i e s , a s u s u a l l y t h e o n l y
p o i n t t o b e s e t t l e d i n r e g a r d t o t h e m i s a s t o w h e t h e r t h e y a r e i n c l u d e d i n t h e a c c o u n t s . O c c a s i o n a l l y i t
i s f o u n d t h a t t h e l i a b i l i t i e s t h a t a r e a c c r u e d , b u t n o t d u e , a r e o m i t t e d f r o m t h e c a l c u l a t i o n . . . '
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assets.187 To some extent, the analysis is incomplete. It is at a much later stage that an
illustration is found of a liability which arises from an occurrence that does not
directly affect assets.188 No discussion is included of liabilities which arise from a
decrease in proprietorship. Another possible relationship not discussed is the case of a
change in the composition of liabilities.l'"
Items which Sprague states to be (or not to be) liabilities are:
(a) Indebtedness
In the construction of an account, a notion introduced is that of 'indebtedness' arising
when monies are borrowed by or lent to the proprietor for whom the account is being
prepared. The term 'proprietor' is used deliberately as Sprague does not use the notion
of an 'entity' which is distinct and separate from the proprietor. He does refer to 'a
fictitious entity' (P38) and 'The Business' (PS7), but the usefulness of the notion is
only begrudgingly admitted.
Having constructed a 'Cash Account' (PIS), Sprague (pI6) points out that one
particular class of items in that account represents 'indebtedness' among various
parties. Individual accounts are drawn up to illustrate the indebtedness, one for C.D.
who is indebted to the proprietor and another for A.B. to whom the proprietor is
indebted. In the case of the former, 'C.D. is called our Debtor, and we are his
Creditor' (PI?), while in that of the latter, 'A.B. is truly a creditor.' (P18) The term
'liability' is used for the concept of indebtedness to creditors, as shown in the
illustrative balance sheet reproduced in Figure 3.2.
Figure 3.2
BALANCE SHEET
ASSETS LIABILITIES
Cash on hand $69 Due to A.B. $12
Due from C.D. $17
PROPRIETORSHIP $74
$86 $86
Source: Sprague, p20, Figure 16.
Sprague (p20) explains, 'On the right are first, all claims against the assets, designated
as the liabilities: second, the remainder unclaimed, or the net assets free from liability,
187 For example where cash is borrowed or merchandise purchased on credit.
188 See for instance interest accrued and interest payable (p74) or dividends payable (p84).
189 An example would be a bill payable issued to a trade creditor in lieu of that debt.
72
variously known as proprietorship, capital, stock or simply by the name of the
proprietor.' Terms used for the indebtedness to creditors vary throughout the text. See
for example, 'Mortgage' (P33), 'Personal Creditors' (P38) or 'Mortgage Payable'
(p39). The relationship between liabilities and proprietorship is next considered.
(b) Proprietorship
Sprague (P20) expressly comments" on the problem met in reports in which the term
liability is used to describe one side of the balance sheet. Sprague points out the
contradiction. Later (P30), when discussing the balance sheet, he notes that liabilities
and proprietorship 'instead of being of the same nature '" are sharply antagonistic.'
He does not, however, propose a term (like equities) to describe a major class of
which these two elements are parts.
(c) Bills payable
An illustration (P38) introduces this as a liability. No comment is offered on this item,
although it does provide a basis for discussion of problems which may arise in
determining the amount of a liability.
(d) Accumulated depreciation
On some balance sheets of which, presumably, Sprague had notice, accumulated
depreciation was shown among liabilities. Sprague (P58) is adamant in his
disagreement with such a procedure, writing, 'This depreciation is not a liability,
although it is frequently listed among the liabilities.' Sprague's claim here is
noteworthy in the context of where to include in the balance sheet items like proposed
alterations to, renewals of and replacement of assets (Staunton, 1974, p4-8) and
fluctuations in the value of assets (Staunton, 1974, p8-13).
(e) Interest accrued and interest payable
A brief reference is made to an 'Interest account' which may create a liability at
balance date. Sprague (p78) concludes, 'Interest Receivable, Interest Due, Interest
Accrued, Interest Payable are assets or liabilities... '
(f) Dividend payable
A distribution of profit to owners is included in the accounts by way of a proposed
dividend. In the illustrative balance sheet in Sprague's (P84) Figure 36, 'Dividends
payable' is revealed as part of 'Total Liabilities.'
Unlike Sprague's careful analysis of liabilities, Dickinson's discussion, as concluded
in 3.2.2, tended to be a description and review of items shown as liabilities. This is
found within discussion of the balance sheet (P41-45) and a chapter titled 'Balance
Sheet Liabilities' (p127-152). It would certainly be placed at the application level.
However, times were changing. Insurance companies (and other financial institutions)
were required to address 'risk' in their commercial products. Actuarial assessments 191
190 Sprague (1907, p20), 'I can see no benefit in lumping the $12 and the $74 together and calling them
all"liabilities.,,,
\9\ Dickinson was a Fellow of the Institute of Actuaries and Previts (1974) points out Dickinson's
graduate studies were in mathematics.
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h a d l o n g b e e n u n d e r t a k e n a n d r e p o r t i n g w a s r e q u i r e d ( N o b e s & P a r k e r , 1 9 7 9 , p 1 9 8 ;
E d e y , 1 9 7 9 , p 2 2 4 ) . I n t e r e s t a n d h e n c e d i s c o u n t i n g w e r e p a r t s o f o p e r a t i o n s , a s
d i s c u s s e d i n l a t e r c h a p t e r s .
O t h e r d e b a t e s w e r e f o u n d . W h i l e n o n e q u e s t i o n e d w h e t h e r b o n d s m e t r e q u i r e m e n t s o f
b e i n g a l i a b i l i t y t o b e r e p o r t e d , p r o b l e m s a r o s e f r o m m a n a g e m e n t ' s d e a l i n g w i t h
r e l a t e d d i s c o u n t s a n d p r e m i u m s ( o n i s s u e o r r e d e m p t i o n ) . V a r i o u s w a y s o f t h e
r e p o r t i n g w o u l d p r o v i d e m a n a g e m e n t w i t h d i s c r e t i o n t o m a n a g e t h a t r e p o r t i n g .
S p r a g u e ( 1 9 0 6 , p 2 9 4 ) a n d M a y ( 1 9 0 6 , p 1 7 5 - l 7 6 ) d e b a t e d t h e n a t u r e o f b o n d d i s c o u n t
w h i l e H a l l e t t ( 1 9 0 6 ) q u e s t i o n e d t h e a p p a r e n t d i s t i n c t i o n i n t r e a t m e n t o f d i s c o u n t s a n d
o f p r e m i u m s . M a y ( p 1 7 6 J b a s e d h i s r e a s o n i n g o n t h e i d e a o f c o n s e r v a t i s m i n t h e
a c c o u n t i n g m e t h o d s u s e d . 9 2
S p r a g u e ( 1 9 0 6 , p 2 9 4 ) o b j e c t e d t o M a y ' s m a k i n g ' a d i s t i n c t i o n i n p r a c t i c e b e t w e e n
d i s c o u n t a n d p r e m i u m , w h i c h I t h i n k i s u n f o u n d e d a n d u n s u p p o r t e d b y f a c t s " .
S p r a g u e d i d n o t a r g u e t h e p o i n t s a t l e n g t h , a l t h o u g h M a y ( 1 9 0 6 a , p 3 2 ) l a t e r a r g u e d
' p r a c t i c a l d i f f i c u l t i e s ' o u t w e i g h S p r a g u e ' s ' l o g i c a l c o n s i s t e n c y ' i n e s t a b l i s h i n g
a c c o u n t i n g p r i n c i p l e s . 1 9 3
H a t f i e l d ( 1 9 0 9 , p 1 8 7 - l 8 8 ) d i s c u s s e d t h e d i f f e r e n c e b e t w e e n e f f e c t i v e a n d n o m i n a l
r a t e s o f i n t e r e s t a n d h o w t h e y m i g h t b e u s e f u l i n c a l c u l a t i o n s o f t h e e x p e c t e d p r i c e s o f
a b o n d a l r e a d y i s s u e d . A r g u m e n t s h e r e w e r e l a t e r u s e d i n d e b a t e s o n t h e m e a s u r e m e n t
o f t h o s e b o n d s .
D u r i n g t h e s a m e p e r i o d , d e b a t e s w e r e f o u n d r e g a r d i n g c o n t i n g e n c i e s a s l i a b i l i t i e s .
D e s p i t e t h e a b s e n c e o f a n u n e q u i v o c a l d e f i n i t i o n o f ' l i a b i l i t y ' , t h a t c o n t i n g e n t
l i a b i l i t i e s h a v e s o m e e f f e c t o n a c c o u n t i n g h a s b e e n a p p r e c i a t e d f o r m a n y y e a r s . P o s t
( 1 9 0 5 - 6 , p 1 8 3 - l 8 4 ) i n c l u d e d a s p e c i m e n s t a t e m e n t f o r m p r e p a r e d b y t h e N e w Y o r k
S t a t e B a n k e r s ' A s s o c i a t i o n . T o t a l l i a b i l i t i e s ( o t h e r t h a n N e t W o r t h ) i n c l u d e d n o t e s
p a y a b l e , a c c o u n t s p a y a b l e , m o r t g a g e d e b t a n d c h a t t e l m o r t g a g e s ; a l s o i n c l u d e d w a s a
l i s t o f c o n t i n g e n t l i a b i l i t i e s .
R o b e r t s ( 1 9 0 5 - 6 , p 4 6 7 ) w r o t e t h a t p r a c t i c e s f o l l o w e d t o c a s t a r o s y g l o w o v e r a n
o t h e r w i s e g l o o m y s t a t e m e n t i n c l u d e d a f a i l u r e t o d i s c l o s e a l i a b i l i t y f o r p a p e r
r e d i s c o u n t e d . H a t f i e l d ( 1 9 0 9 , p 3 2 ) s u g g e s t e d a m a j o r w e a k n e s s o f d o u b l e - e n t r y
b o o k k e e p i n g a s i t w a s t h e n p r a c t i s e d w a s t h a t i t ' d o e s n o t e v e n a t t e m p t t o s h o w t h e
a c t u a l c o n d i t i o n o f t h e b u s i n e s s , i n t h a t t o a l a r g e e x t e n t i t i g n o r e s c o n t i n g e n t
1 9 2 I n t h a t t h i s w a s i n 1 9 0 6 , t h e s t a g e w a s s e t f o r t h e a c c o u n t i n g p r i n c i p l e s u n t i l t h e I 9 3 0 s . A l s o , M a y
n o t e d t h a t ' t h e g r e a t r a i l r o a d s ' n o l o n g e r c a p i t a l i s e d o u t l a y s o f a r e v e n u e c h a r a c t e r . I n s t e a d , s u c h
o u t l a y s w e r e w r i t t e n o f f a g a i n s t c u r r e n t i n c o m e o r s u r p l u s o r a m o r t i s e d o v e r s e v e r a l p e r i o d s . A g a i n , t h e
s t a g e w a s s e t f o r a c c o u n t i n g p r i n c i p l e s b e c o m i n g a d e s c r i p t i o n o f w h a t w a s t h e p r e s e n t p r a c t i c e o f
a c c o u n t a n t s f o r t h e p a r t i c u l a r m a t t e r .
1 9 3 M a y ( 1 9 0 6 a , p 3 2 ) r e p l i e d , . . . . a s r e g a r d s h i s b r o a d e r c o n t e n t i o n t h a t a b s o l u t e l y n o d i s t i n c t i o n
s h o u l d b e m a d e i n p r a c t i c e b e t w e e n t h e t r e a t m e n t o f p r e m i u m s , a n d t h e t r e a t m e n t o f d i s c o u n t s , I c a n
o n l y r e f e r t o t h e a r g u m e n t s a n d t h e s t a t e m e n t o f p r a c t i c a l d i f f i c u l t i e s g i v e n i n m y p a p e r w h i c h a p p e a r
t o m e t o m a k e s u c h a d i s t i n c t i o n n e c e s s a r y . I t i s t r u e t h a t m a k i n g a d i s t i n c t i o n i n v o l v e s s o m e
i n c o n s i s t e n c y , b u t a c c o u n t a n c y i s f u l l o f s i m i l a r i n c o n s i s t e n c i e s . '
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liabilities.' This had been a criticism of the information content of reports prepared
from the double entry bookkeeping system.
Hatfield's discussion of contingent liabilities appears as a part of the broader area of
contingencies in accounting. The calculation of monetary amounts is another concern.
While Hatfield does not clearly distinguish among various issues, that he is concerned
with contingencies and their treatment may be inferred from Table 3.1. After
identifying various contingencies, the recommended treatment of the related credit
.balance is as part of owners' equity, liability or part of the monetary amount of asset.
This is compared with what is usually done.
Table 3.1
Contingency Recommended Treatment Usual Treatment
Reserve Liability Deduction in
Monetary Amount
of Asset
Guarantees Yes Excluded
Trade Paper
(a) Acceptances Yes ?
& Indorsements
given
(b) & Discounted Possibly Excluded
(c) Issue own note Yes Included
& offer collateral
Depreciation from Maybe Maybe ?
'economic changes'
Hatfield (Chapter XlII, p233-260, 'Surplus and Reserves') also discusses reserves for
extensions, for bad debts, for additional guaranty to creditors, for special or
unforeseen emergencies, for equalizing dividends and for insurance. Hatfield did not
reconcile these reserves with the items in Table 3.1.
The treatment afforded various 'credit balances' in practice led to debate on items
which were seen as not being liability, owners' nor negative asset equity items,
suggesting a distinct classification (Thym, 1912; Patterson, 1912).194 The Editor
(1912) was not impressed by the suggestion.195 This idea would later be recycled (see
Chapter 8).
194 Henderson (i974, p334) would later make the same suggestion.
195 Editor's comment (1912, p501), 'We fear our correspondent's remedy would prove worse than the
disease. What a happy retreat the twilight zone of unclassified debit and credit sheet would pro
ve for
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3.3 World War I and the aftermath
The ultimatum France and Russia received from Germany after the assassination of
Archduke Ferdinand in 1914 caught international financiers and markets unprepared
for WWl which followed. Panic hit various stock exchanges, including NYSE which
closed for some five months (Sobel, 1968, p328-35).
When the NYSE reopened, arguably economic power shifted to USA. The initial
panic was followed by a lengthy bull market (Sobel, 1968, p346-49). With a now
sound banking system supported by the Federal Reserve, prosperity followed (Sobel,
1965, p202, p211-13). The 1916 presidential campaign was waged on USA's
potential entry into WWI rather than matters related to big business.
When Wilson declared war, the allies received access to the credit facilities of the
USA government. Various war bond/loan issues were heavily oversubscribed, in turn
leading to high activity on NYSE (Sobel, 1965, p216-7). Over the next two years,
concern with activities of big business waned (Hawkins, 1962, pI23).
An increased number of small shareholders in large corporations exhibited what was
called the 'investment motive', revealing an interest in the corporation's affairs and
performance instead of simply its share price - the latter being seen as the primary
interest of a speculator. This meant growth of a market for information, both financial
and non-financial, about those corporations including the so-called investment
fundamentals - earnings, assets, industry trends etc. This was especially so as now
selected industrial stocks were seen as being of investment class, previously
dominated by railroad and government stock (Hawkins, 1962, p205; p344-5; Sobel,
1965, p222-3).
This industrial investment phase was to be the province of the security analyst - one
of note being Collver (1917). Differences were noted between the techniques
previously used to appraise railroad securities and government bonds and those for an
industrial security. Users of financial data from an annual report complained of an
absence of accepted standards of industrial accounting and an apparent unfettered
capacity for financial statements to conceal rather disclose. One suggestion was for
uniform forms of accounting for the different industries (as for railways) regulated by
some government agency (Hawkins, 1962, p266-271; Previts & Merino, 1998, p229-
234). The notion of different external financial accounting for different industries had
its genesis. 196
The processes underlying investment were also to change. Formerly the process had
been one of reliance on the banking house. The banker would analyse for customers,
with whom a fiduciary relationship existed, the enterprise and the related security
(using financial reports from management). The banker, being primarily concerned
with the safety of the investment, concentrated on the balance sheet. Accepted
items which a company might not wish to charge to profit and loss yet would not dare classify .. ,
in a
balance sheet.'
196 Around the same time, Clark's (1923) 'different costs for different purposes' would emerge in
internal accounting.
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solvency ratios (like 'current' or 'quick') were calculated and arguably the exit price
of assets considered. As well, the going-concern value of assets was considered which
needed the income statement as well. The latter was shortly to be considered the more
important (Hawkins, 1962, p348-353; Sobel, 1965, p223).
One group, IBAA, while not denying that instances of fraud existed, questioned the
common belief as to the extent of the fraudulent dealings in securities. Hawkins
(1962, p151-178) observed it was argued that the public should distinguish between
its members, as legitimate dealers in securities, and those "fly-by-night" operators.
Regulation was needed for the latter only. Otherwise, legislation would interfere with
business.l'"
Management's actions were still primarily conditioned by a belief that caveat emptor
applied in commercial transactions and that information about the affairs of industrial
corporations, being essentially private relationships, was no business of stockholders,
investors and consumers, let alone workers. They had no right to expect 'full and fair'
disclosure of corporate affairs. The critics, on the other hand, sought publicity of both
financial and non-financial information to protect various groups (Hawkins, 1962,
p124-125).
This period produced an extension of the planned economy in many countries. A
continuum would emerge from Communist state to the taxed welfare Capitalist states.
Arguably, production and stability were gained at the expense of some restriction of
freedom of action. Unrestricted competition was curbed as competition was not
among an infinite number of small producing and selling units. Rather, it became a
struggle among a few giants with each other to control supply, entry into markets and
consumer outlets (Berle, 1954, p156_157).198
Like other nations wearied by WW I, there was a reaction against the preceding
progressive era. General economic growth 199 and widespread business prosperity was
followed by increased public share ownership and a widening of the gap between the
control and ownership of corporations (Hawkins, 1962, p186). 1919 would also see
the refinement ofPonzi's scheme ofpyramiding (Sobel, 1965, p223-24).
USA experienced a depression in 1920-21 with a major drop in wholesale prices with
implications for the funding and sale of inventory. The bankers' emphasis on liquidity
issues and their short-term horizon resulted in a movement towards the use of long-
term funding via stockholder capital for inventory investment. Emphases moved from
liquidity to profitability and earning power in analysing corporate financing. The
income statement (rather than the balance sheet) would, arguably, become the major
report (Chatfield, 1977, p72-73). The resulting crash was foreseen by some who sold
'97 Their initial opposition was modified when in 1917 a Supreme Court decision removed any po
ssible
constitutional barrier to the States' 'blue sky' legislation.
198 For instance, the Achnacarry plan sought to ease potential warfare among powerful comme
rcial and
national interests after British, French, and American oil companies sought to control developm
ent in
the Persian Gulf area (Berle, 1954, p156).
199 Goldberg (1949, Part IV) argues the USA emerged in a much stronger position than before WWI.
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short, making large profits on share realizations. The funds would be reinvested in
following years in various schemes and speculations (Sobel, 1965, p246-247).
Once Wilson (weakened by the 1918 swing of the political pendulum to the right and
completed by the election of Harding in 1920) had departed the political scene,
businesses like JP's old firm were allowed to take advantage of an era of
unprecedented prosperity gained from open market operations (Valiance, 1955, p83-
84; Hawkins, 1962, pI88-189; Sobel, 1965, p224-225; Jackson, 1984, p317-318).
3.3.1 The UK scene
Concerns about the disappointing performance of selected UK corporations were
forgotten in the challenge of wartime conditions (Green & Moss, 1982, p35). OK,
along with other countries, suffered m~or social and economic costs from the
casualties of WWl. A litany of events/ from the Great War and its aftermath
included:
• an orgy of profiteering,
• an orgy of careless spending,
• social honours bought and sold,
• war-time profits from shipping freight,
• Germany to be billed for the costs of the War,
• a 1919-20 inflationary boom in UK,
• unprecedented currency inflation in Germany - the hyperinflation of 1921-24,
and
I b . . flati . th E
. 201
• some ess ut worrying currency m anon m 0 er uropean countnes.
The general price-level-type events in OK and Europe in turn led to questioning of the
accounting convention of a stable monetary unit (Sweeney, 1964; May, 1943, p47;
Noguchi & Edwards, 2004, p280-281).
The economic boom (especially in 1914-1916) by business in USA (though not
necessarily shared by stakeholders like workers) was certainly at the expense of UK
(and other European) parties. Indeed, in 1914 the London Stock Exchange for the first
time was closed (Valiance, 1955, p84; Sobel, 1965, p208, p217-218).
200 Valiance (1955, p83) summarises: 'In that conflict and its cynical aftermath more was spilled than
blood: faith was lost in the professions and promises of statesmen; and the "patriotism" which
poor
Edith Cavell said was "not enough" masked an orgy of profiteering and careless spending
while
millions died "for their country" or returned to unemployment. Honours were bought and sold: Ca
rdiff,
with its record of millions made from war-time shipping freights and public-spirited gifts to L
iberal
Party funds, became known as "the city of dreadful Knights". In London, the first post-war Parlia
ment
of "hard-faced men who had done well out of the war" had been elected on Lloyd George's pledg
e that
Germany should be made to foot the bill to the last farthing, and that England should be a land "f
it for
heroes to live in". What the heroes were destined to experience was the wild 1919-20 inflatio
nary
boom and the slump of 1921, followed, in Germany, by an unprecedented currency inflatio
n -
paralleled, in minor degree, by France and other European countries - which dispelled the illusio
n that
the cost of war could be met by exactions from the impenitent defeated.'
201 Green & Moss (l982, p41-66) give some insights into problems faced by commercial firms in UK
after 1918 in their Chapter Four. See also Bresciani-Turroni (1931); Holtfrerich (1986).
78
As regards the requirements of the UK Companies Act, the Wrenbury Committee
Report (1918) continued the themes of earlier Acts (Aranya, 1979, p268; Nobes &
Parker, 1979, p199; Edwards, 1980a, p71-74). Secrecy in commercial affairs
(especially regarding profit and its components) persisted (Hein, 1978, p253-254).2°
2
The brief boom in 1919-1920 provided a fertile ground for those who took control of
companies (including those in the cotton industry and Dunlop Rubber). The
corporation, often with activities concerning subsidiaries, would quickly groW.
203
Noted here were the activities of Clarence Hatry.204 More discussion of his activities
is found in 4.2.1. The unfortunate result was the consequence of techniques used - the
'watering' of capital and bull speculations - which were profitable for some but
ruinous for many small investors (Valiance, 1955, p88-89) in the depression that
followed.
3.3.2 Accounting interactions
In 1916 the AAPA was disbanded and reincorporated as the AlA (Previts & Merino,
1998, p196). In its earlier days, it, like other professional groups, was chiefly
concerned with institutional tensions like
• organizational issues,
• certified public accountant legislation and
• competition from other accounting groups (Hawkins, 1962, p226).
As well, the FRB sought the use of audited financial statements by commercial
bankers in their loan-making decisions, but both it and the FTC showed concern about
the highly variable quality of financial reporting about corporations (Zeff, 2003,
p191). This need for reliable financial statements of issuers of commercial paper saw
the promulgation of an authoritative guideline titled 'Uniform Accounting' (FRB,
1917) for the conduct of independent audits - the first 'standard' in the accounting
area developed by the profession. It dealt with issues of format of the balance sheet
and profit and loss statement, along with guidance on auditing procedures. Little was
found on issues of principle.
The statement was issued and renamed 'Approved Methods for the Preparation of
Balance Sheets Statements' (FRB, 1918). Being still more concerned with auditing
202 Edwards (i 980a, p73), 'We have made enquiry whether a profit and loss account ought to be
included. We do not recommend that it be required. As a commercial matter publication of profit a
nd
loss ought not to be required in the absence of very strong reason, and we do not find that such re
ason
exists. To require from a corporation a public disclosure of profit and loss which is not required fr
om a
firm or an individual, gives an unfair advantage to a competitor in trade and does not commend its
elf to
our judgment.'
203 Walker (i 978, p23, footnote omitted) concluded, 'If holding companies were still few in number
immediately after World War I, business conditions were such as to cause more businessmen to
look
closely at this form of organisation ... a short-lived post-war boom, together with a loss of export
trade,
the challenge of imports, pressure for improved working conditions and the formidable cos
ts of
replacing obsolete equipment all encouraged business combinations as a means of red
ucing
competition and minimising costs.'
204 Manley (1976, pSI) writes, 'He first comes to notice in the post-Armistice boom of 19\9-20 in
connection with a rash of reorganizations and rationalizations, most of which were to suffer heav
ily in
the slump of \92\ and the subsequent deflation.'
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procedures, effectively little was achieved as regards reporting standards (Zeff, 1972,
p1l7-1l9).
The pamphlet was prepared from the point of view of the grantor of credit, not the
general investor. It sought to improve and standardize the form of financial
statements and encourage the adoption of independent audit methods. Its authority
came from the prestige of AlA and the sponsorship of the FRB. Compliance with it
was voluntary. While an Editorial (1917, p45) did endorse a policy of full disclosure,
the AlA would for a number of years concentrate on the promotion of the publication
with its practice/procedure emphases (Editorial, 1919, p454; Hawkins, 1962, p217-
225).
Potential for misuse of audited financial statements was also of concern (Editorial,
1920, p299-300). However, any blame was placed at the feet of management or
underwriters (Editorial, 1925).
Yet, regarding Information tensions, some found a preoccupation with the 'system'
rather than with issues of the quality of the output from that system. Montgomery
(1919, p7) for one argued that while the balance technique was useful as a
bookkeeping type control, it remained subservient to the output of the system,205
especially regarding the quality of its information and its use.
Whilst it is difficult to identify 'firsts' historically, Montgomery's argument is
certainly an early professional-type reference to the 'substance over form' debate.
Chambers (1999, p122 & 127-128) also argued that issues of form had usurped the
common knowledge and meaning of 'financial position' and 'income'. The argument
had arisen from the COB case (recall section 2.6) and subsequent case law had made
clear that the phrase (found in the Companies Act) 'as shown by the books of the
company' did not mean the auditor had simply to check the balance sheet against
those books (Edey, 1979, p225).
While no causal relationship is suggested, the work being done in accounting on
underlying reasoning and its linkage to economic notions such as wealth (like that of
Sprague met in 3.2.2) would see some questioning of the use of the term balance
sheet. Montgomery (1919, p6-7) did not support its use.2°
6 He saw a statement that
205 Montgomery (1919, p7), 'Balancing has so overawed bankers and business men that many of them
would as soon remove an ancient land-mark or make light of sacred things as strike out one figur
e on a
balance-sheet and insert another. The chief use of a statement which balances is the smug satisfac
tion it
affords to the bookkeeper. It does not signify accurate or trustworthy accounts .... I can't emphasi
ze too
strongly the importance of getting at the substance of a balance-sheet and subordinating its form.'
206 Montgomery (1919, p6-7): 'The term itself is ill-chosen and I am sure that it at least is partly
responsible for the curse of balancing. The trouble with most balance-sheets is that they bala
nce ....
Instead of a balance-sheet (which always balances) bankers should call for a statement of assets and
liabilities and if it balances it should be returned for correction. Very frequently balance-sheets
upon
which large amounts of money are lent are exactly what the name implies, that is, certain fig
ures are
extracted from the debit and credit sides ofledgers and in turn are transferred to sheets of paper w
ithout
any intelligent thought being given to the relationship of the figures to the things which the figu
res are
supposed to represent .... The ideal balance-sheet is one which does not balance because in suc
h case
no one fears to decrease an asset if it is over-valued or hesitates to increase a liability item or in
sert an
additional liability if it is found that all are not on the books.'
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d i f f e r e d f r o m a ' l i s t o f b a l a n c e s ' - l e a d i n g t o a t e n s i o n w h i c h w o u l d c o n t i n u e u n t i l
c u r r e n t t i m e s ( s e e C h a p t e r 7 ) .
3 . 3 . 3 R e p o r t i n g o f l i a b i l i t i e s
W h i l e d u r i n g t h i s p e r i o d , e m p h a s i s r e m a i n e d f i r m l y o n i s s u e s o f f o r m a n d
a p p l i c a t i o n , d e b a t e s o n d e f i n i t i o n a n d m e a s u r e m e n t , o f t e n i m p l i c i t l y , c o n t i n u e d . A s
r e g a r d s b o n d s , W e b s t e r ( 1 9 1 3 , p 1 7 4 ) n o t e d t h e g e n e r a l i t y o f v a r i o u s s t a t e a n d
c o m m i s s i o n r e g u l a t i o n s o n t h e t r e a t m e n t t o b e a f f o r d e d b o n d d i s c o u n t
2 0 7
a n d s o u g h t
d e v e l o p m e n t o f a t h e o r y t o g u i d e a p p l i c a t i o n s . T w o y e a r s l a t e r , B e n n e t t ( 1 9 1 5 , p 5 )
a c k n o w l e d g e d v a r i o u s p r a c t i c e s s t i l l p e r s i s t e d . B e c k ( 1 9 1 7 ) c o n t e n d e d t h a t v a r i o u s
a r g u m e n t s w e r e b a s e d o n ' m e r e d i c t a ' r a t h e r t h a n o n a n y c o m p e l l i n g u n d e r l y i n g
r e a s o n i n g .
D i c k i n s o n ( 1 9 1 3 ) p r o p o s e d b o n d d i s c o u n t b e a m o r t i z e d b y t h e i n t e r e s t m e t h o d ( o r
s o m e a p p r o x i m a t i o n t h e r e t o ) s o t h e ' i n t e r e s t ' c a p i t a l i s e d i s t h e s u m o f b o t h n o m i n a l
i n t e r e s t a n d p a s t b o n d d i s c o u n t . T h i s s u g g e s t s t h e e x p e n s e ' i n t e r e s t ' i s c a l c u l a t e d a t
t h e e f f e c t i v e r a t e . B e n n e t t ( 1 9 1 5 , p 7 ) r e p o r t e d t h a t t h i s v i e w ( w i t h s e l e c t e d
e x c e p t i o n s ) w a s a l s o s u p p o r t e d b y t h e I C C . H o w e v e r , t h e s t a t e u t i l i t y c o m m i s s i o n s
r e j e c t e d t h i s v i e w .
D i f f e r i n g a n d c o n f l i c t i n g v i e w p o i n t s c o n t i n u e d t o e x i s t o n w h e t h e r o t h e r e x p e n s e s
m i g h t b e a d d e d t o a n y d i s c o u n t ( B e l l , 1 9 1 8 , p I 8 2 - 1 8 3 ; F i n n e y , 1 9 1 9 ; A r m s t r o n g
1 9 2 0 , p 1 8 ) . T h a t c o n f l i c t i n g i n t e r p r e t a t i o n s w e r e p o s s i b l e c a n b e f u r t h e r e v i d e n c e d b y
t h e m i x e d a d v i c e g i v e n i n t h e S t u d e n t s ' D e p a r t m e n t ( W a l t o n , 1 9 1 5 , p p 3 9 0 - 3 9 1 ;
W a l t o n & F i n n e y , 1 9 1 8 , p I 5 0 ) .
A s r e g a r d s c o n t i n g e n c i e s , H u r d m a n ( 1 9 1 4 , p 4 4 9 ) s u g g e s t e d v a r i o u s k i n d s o f r e s e r v e s
w e r e p o s s i b l e . T h e s e i n c l u d e d t h o s e d e p e n d e n t u p o n s o m e f u t u r e c o n t i n g e n c y .
A n o t h e r c l a s s o f r e s e r v e s c o n s i s t s i n m e r e l y p r o v i d i n g o u t o f e a r n i n g s f o r a n y
c o n t i n g e n c y w h i c h m a y a r i s e . H e d i d s u g g e s t n o p a r t i c u l a r o b j e c t i s g a i n e d b y s u c h a
r e s e r v e u n l e s s a c o r r e s p o n d i n g a m o u n t o f c a s h i s h e l d o r i n v e s t e d i n s o m e s e c u r i t y ,
f o r t h e p u r p o s e i n t e n d e d . A m e r e b o o k e n t r y d i d n o t a c c o m p l i s h a n y r e a l p u r p o s e i n
h i s o p i n i o n .
L e a m y ( 1 9 1 8 , p 1 6 7 ) f o u n d i t d i f f i c u l t t o t r e a t a l l c o n t i n g e n c i e s c o n s i s t e n t l y . D o h r
( 1 9 1 9 , p I 7 4 - 1 7 7 ) i n h i s E x h i b i t A h e a d e d ' S c h e d u l e o f A c c o u n t s ' i n c l u d e d u n d e r
L i a b i l i t i e s b o t h t h o s e t e r m e d C o n t i n g e n t a n d t h o s e t e r m e d S p e c i a 1 .
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U n l i k e L e a m y ,
D o h r s u g g e s t s a c t u a l a c c o u n t s f o r t h e s e l i a b i l i t i e s . H e a l s o i n c l u d e d u n d e r
P r o p r i e t o r s h i p
• r e s e r v e f o r c o n t i n g e n c i e s
• r e s e r v e f o r s i n k i n g f u n d s
• r e s e r v e f o r s a c k s
• r e s e r v e f o r r e d u c e d o u t p u t a n d i n a c t i v i t y .
2 0 7 A s a r e a s o n f o r s u c h g e n e r a l i t y , W e b s t e r ( 1 9 1 3 , p 1 7 4 ) s u g g e s t e d , ' N o n e o f t h e s e r e g u l a t i o n s i s v e r y
s p e c i f i c b u t t h i s i s p r o b a b l y a c c o u n t e d f o r b y t h e f a c t t h a t u n t i l a c o m p a r a t i v e l y r e c e n t d a t e i t w a s
c u s t o m a r y t o c h a r g e d i s c o u n t o n a t l e a s t a n o r i g i n a l i s s u e o f b o n d s t o c a p i t a l a n d i t i s , t h e r e f o r e
~robable t h a t f u t u r e r e g u l a t i o n w i l l d e v e l o p t h e t h e o r y i n m o r e d e t a i l . . . '
0 ' T h e f o r m e r i n c l u d e d ' N o t e s r e c e i v a b l e d i s c o u n t e d ' a n d ' C l a i m s ' w h i l e t h e l a t t e r i n c l u d e d ' C o n t r a c t s
f o r f u t u r e d e l i v e r y . '
8 1
T h i s c l a s s i f i c a t i o n o f a c c o u n t s r e v e a l s a n i n t e r m i n g l i n g o f i d e a s p r e v a l e n t f o r t r e a t i n g
' c o n t i n g e n c i e s ' u n d e r b o t h l i a b i l i t i e s a n d p r o p r i e t o r s h i p . T h e p o s s i b i l i t y o f e f f e c t s f o r
a s s e t s a l s o e x i s t s .
O t h e r s s u g g e s t e d r e s e r v e s b e e s t a b l i s h e d i n r e p o r t s f o r m i n i n g e n t e r p r i s e s t o a c c o u n t
f o r a l l c o n t i n g e n c i e s s o t h a t ' t h e t r u e s t a t u s o f a l l o b l i g a t i o n s ' m a y b e s h o w n ( H o o k e r ,
1 9 2 0 , p 2 4 5 - 2 4 6 ) . T h a t a l i n e o f d e m a r c a t i o n w a s r e q u i r e d b e t w e e n ' r e s e r v e s ' i n c l u d e d
a s p a r t o f o w n e r s ' e q u i t y a n d ' p r o v i s i o n s ' w h i c h a r e l i a b i l i t i e s w a s r a i s e d b y F i n n e y
( 1 9 2 1 , p 7 0 ) . H e r e p o r t e d t h a t t h e A l A i n a n e x a m i n a t i o n i n a c c o u n t i n g t h e o r y a n d
p r a c t i c e a s k e d c a n d i d a t e s t o d e f i n e ' c o n t i n g e n t r e s e r v e , . 2 0 9
C o n f u s i o n s u r r o u n d i n g t h e c h a r a c t e r i s t i c s o f l i a b i l i t i e s i n g e n e r a l a n d l i n k s a m o n g
p a r t i c u l a r a p p l i c a t i o n s i s w e l l i l l u s t r a t e d b y H u r d m a n ( 1 9 1 4 ) . H e d e a l t w i t h t h e s t a t e d
' l i a b i l i t i e s ' ,
• t a x e s p a y a b l e ,
• i n t e r e s t p a y a b l e , a n d
• r e n t p a y a b l e . i ' '
r e f e r r i n g t o t w o d i s t i n c t l e v e l s o f t h i n k i n g - t h e l e g a l n o t i o n o f ' d u e ' a n d t h e p e r s o n a l
q u a l i t y ' c o n s e r v a t i v e ' . D e b a t e r e m a i n e d i n h e r e n t l y i n s o l u b l e .
3 . 4 S u m m a r y a n d c o n c l u s i o n s
T h e e a r l y d e c a d e s o f t h e t w e n t i e t h c e n t u r y w e r e t i m e s o f r e v o l u t i o n a r o u n d t h e w o r l d .
S o m e c o u n t r i e s w o u l d o p t f o r o n e o r a n o t h e r f o r m o f s o c i a l i s t s y s t e m a n d o r g a n -
i z a t i o n s . I n U S A , t h e c a p i t a l i s t i c s y s t e m c o n t i n u e d w i t h t h e c h i e f i n s t r u m e n t o f t h e
c a p i t a l i s t r e v o l u t i o n p r o v i n g t o b e t h e m o d e m g i a n t c o r p o r a t i o n ( B e r l e , 1 9 5 4 , p I 6 4 ) .
I n t h i s c h a p t e r , m a j o r s o c i a l a n d e c o n o m i c c h a n g e s w e r e i d e n t i f i e d . I n U S A , t h e n e w
c e n t u r y s a w t h e c o n t r o l o f t h e c o r p o r a t i o n b e i n g f i e r c e l y d e b a t e d . R e f o r m s w e r e
s u g g e s t e d a n d p a r t l y i n t r o d u c e d w h i c h c o n t i n u e d t o i n c l u d e p u b l i c i t y v i a a c c o u n t i n g
r e p o r t s a s o n e t y p e o f c o n t r o l - l e a d i n g t o i n f o r m a t i o n t e n s i o n s . O t h e r s f i e r c e l y
r e s i s t e d t h o s e i n i t i a t i v e s , d e m a n d i n g p r i v a c y a n d s e c r e c y . T h e s o - c a l l e d P r o g r e s s i v e
e r a w o u l d b e s w a m p e d b y e v e n t s o f W W I a n d i t s i m m e d i a t e a f t e r m a t h w h i c h s a w
f u r t h e r m a j o r s o c i a l c h a n g e a n d d i f f i c u l t e c o n o m i c i s s u e s a n d p o l i t i c a l t i m e s . I n U K ,
s i m i l a r e v e n t s d o m i n a t e d s o c i a l a n d e c o n o m i c c o n d i t i o n s .
A r g u m e n t
3 . 1 1 C o r p o r a t e m a n a g e m e n t t e n d e d t o w a r d s a v i e w o f c o n f i d e n t i a l i t y a n d s e c r e c y ,
d e m a n d i n g m o r e l a t i t u d e i n r e p o r t i n g .
3 . 1 2 S e l e c t e d o t h e r s t a k e h o l d e r s d e m a n d e d g r e a t e r p u b l i c i t y .
2 0 9 T h e s u g g e s t e d s o l u t i o n r e a d , ' A c o n t i n g e n t r e s e r v e i s a n a c c o u n t w i t h a c r e d i t b a l a n c e , s e t u p b y a
c h a r g e t o p r o f i t a n d l o s s o r s u r p l u s , r e p r e s e n t i n g a p r o v i s i o n o u t o f p r o f i t s f o r a n u n c e r t a i n f u t u r e l o s s . '
T h i s ' d e f i n i t i o n ' ( a d m i t t e d l y v i r t u a l l y w o r t h l e s s b y p r e s e n t d a y s t a n d a r d s ) h i g h l i g h t s t h e v a r i o u s
p r o b l e m s w h i c h a r i s e i n a n a n a l y s i s o f r e s e r v e s a n d p r o v i s i o n s .
2 1 0 H u r d m a n ( 1 9 1 4 , p 4 4 8 , e m p h a s i s a d d e d ) , ' T h e d i s c o v e r y o f t a x e s o r i n t e r e s t a m o u n t i n g t o s e v e r a l
t h o u s a n d d o l l a r s , n o t s h o w n o n t h e s t a t e m e n t , b u t d u e s o o n t h e r e a f t e r , m a y a l t e r y o u r o p i n i o n a s t o t h e
s e c u r i t y f o r t h e p r o p o s e d l o a n . I t w i l l b e s t a t e d f r e q u e n t l y t h a t n o l i a b i l i t y s h o u l d b e s e t u p f o r t a x e s ,
i n t e r e s t , r e n t , a n d s u c h i t e m s u n t i l t h e a m o u n t s a r e d u e , b u t t h e c o r r e c t a n d c o n s e r v a t i v e m e t h o d i s t o
a c c r u e t h e s e i t e m s p e r i o d i c a l l y s o t h a t t h e e a r n i n g s a n d f i n a n c i a l c o n d i t i o n m a y b e a c c u r a t e l y s t a t e d . '
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3 . 1 3 S e l e c t e d o t h e r s t a k e h o l d e r s d e m a n d e d i n c r e a s e d r e g u l a t o r y o v e r v i e w , p e r h a p s
u n d e r u n i f o r m a p p l i c a t i o n s a n d r e p o r t i n g .
3 . 1 4 S e l f - r e g u l a t o r y p r o c e s s e s , i n c l u d i n g ' t h e m a r k e t ' , w e r e d e b a t e d .
3 . 1 5 ' M o r a l r e g e n e r a t i o n ' w a s s u g g e s t e d a s a s o l u t i o n t o o v e r c o m e v a r i o u s
q u e s t i o n a b l e p r a c t i c e s .
3 . 1 6 P e r s o n a l q u a l i t i e s , l i k e t r a i n i n g a n d h e r i t a g e , w e r e r a i s e d a s p o t e n t i a l s e l f -
r e g u l a t o r y p r o c e s s e s , i n c l u d i n g v i a p r o f e s s i o n a l d e v e l o p m e n t o f s t a n d a r d s .
D u r i n g t h i s p e r i o d , a n u m b e r o f l e a d i n g c o r p o r a t e m a n a g e r s a n d t h e i r c r i t i c s w e r e
s e e n a s r e a c t i o n a r y i n t h a t t h e y w e r e o u t o f s t e p w i t h t h e c h a n g i n g s o c i a l a n d
e c o n o m i c c o n d i t i o n s . M a n a g e m e n t g e n e r a l l y s a w d e m a n d s f o r g r e a t e r p u b l i c i t y a s
p a r t o f t h e a t t a c k o n b i g b u s i n e s s - a s s o m e t h i n g t o b e r e p e l l e d ( H a w k i n s , 1 9 6 2 , p 8 9 ,
p 1 2 4 ) . D r i v e s f o r i n c r e a s e d C O a n d r e g u l a t o r y o v e r s i g h t m e t s u b s e q u e n t c o u n t e r -
m o v e s b y p r o - b u s i n e s s f o r c e s , i n c l u d i n g s t o c k e x c h a n g e s a n d t h e n e w l y e s t a b l i s h e d
a c c o u n t i n g p r o f e s s i o n a l b o d i e s . I t w i l l b e s h o w n t h a t d e b a t e w o u l d r e c u r t h r o u g h o u t
t h e t w e n t i e t h c e n t u r y a n d i n t o t h e n e w m i l l e n n i u m .
A r g u m e n t
3 . 2 1 T h e c o r p o r a t i o n i s a n a l y s e d m o r e a s a n e c o n o m i c o r g a n i s a t i o n r e l a t i v e t o t h e
p r e v i o u s l e g a l a p p r o a c h .
3 . 2 2 A r g u m e n t i s m a d e f o r r e p o r t i n g s e l e c t e d r i s k f a c t o r s .
3 . 2 3 T h e a b i l i t y o f i n v e s t o r s t o i n t e r p r e t c o r p o r a t e f i n a n c i a l s t a t e m e n t s i s q u e s t i o n e d
3 . 2 4 E f f o r t t e n d s t o b e e x p e n d e d o n i s s u e s o f f o r m a t a t t h e e x p e n s e o f q u e s t i o n s o f
p r i n c i p l e .
3 . 2 5 Q u a l i t y o f i n f o r m a t i o n p r o d u c e d a n d l i n k s t o i s s u e s l i k e f o r m a t - t h e s u b s t a n c e -
o v e r - f o r m a r g u m e n t - a r e n o t e x p l i c i t l y e s t a b l i s h e d .
I n t h e m e a n t i m e , a c c o u n t i n g w a s n o t i m m u n e t o c h a n g e . T h e r o t e - l e a r n i n g o f
t e c h n i c a l r u l e s r e q u i r e d s u p p o r t f r o m u n d e r l y i n g r e a s o n i n g . I n t r o d u c i n g a n d a n a l y s i n g
t h a t r e a s o n i n g w o u l d l e a d t o i n f o r m a t i o n t e n s i o n s b e t w e e n t h e p r e p a r e r s o f r e p o r t s ,
o f t e n t h e a c c o u n t a n t i n p r a c t i c e , a n d t h e u s e r s .
2 1 l
W h i l e t h e f o r m e r t e n d e d t o s t r e s s
f o r m , t h e l a t t e r s o u g h t c o n s i s t e n c y a m o n g r e p o r t s o f a h i g h q u a l i t y .
T h e g r o w i n g i m p o r t a n c e o f t h e a c c o u n t i n g p r o f e s s i o n a l g r o u p s l e d t o i n s t i t u t i o n a l
t e n s i o n s . A t t h e i n f r a s t r u c t u r e l e v e l , t h o s e g r o u p s w o u l d h a v e a k e y r o l e i n
e s t a b l i s h i n g t h e b o d i e s t o d e v e l o p t h e g u i d e l i n e s f o r r e p o r t i n g , e v e n t o t h e e x t e n t o f
h a v i n g i n p u t i n t o l e g a l c o n t r o l s . A s w e l l , p r o f e s s i o n a l i s s u e s l i k e t h e a c c o u n t a n t ' s
l i a b i l i t y f o r n e g l i g e n c e i n p r o v i d i n g s e r v i c e s a n d i t s e x t e n t w o u l d r e q u i r e
c o n s i d e r a t i o n .
A r g u m e n t
3 . 3 1 A c c o u n t i n g p r o f e s s i o n a l g r o u p s f a c e e m e r g i n g i n s t i t u t i o n a l t e n s i o n s .
3 . 3 2 A c c o u n t i n g p r o f e s s i o n a l g r o u p s m a k e s u b m i s s i o n s t o i n q u i r y c o m m i t t e e s .
3 . 3 3 S o m e e f f o r t i s e x p e n d e d o n u n d e r l y i n g r e a s o n i n g o f a c c o u n t i n g ( a n a c a d e m i c
a p p r o a c h ) r e l a t i v e t o i s s u e s o f a p p l i c a t i o n .
3 . 3 4 S p r a g u e i n t r o d u c e s t h e n o t i o n o f r e c i p r o c i t y w h i c h h a s i m p l i c a t i o n s f o r
i d e n t i f i c a t i o n a n d m e a s u r e m e n t d e b a t e s o n a s s e t s a n d l i a b i l i t i e s .
3 . 3 5 F i s h e r i n t r o d u c e s e c o n o m i c i d e a s o f f u t u r e e x p e c t a t i o n s a n d d i s c o u n t e d v a l u e s
w h i c h a r e t o b e a p p l i e d i n a c c o u n t i n g - a g o i n g - c o n c e r n v a l u a t i o n .
2 1 1 B e t h e y i n v e s t o r s , l e n d e r s o f m o n e y , i n v e s t m e n t a d v i s e r s , e m p l o y e e s , c o n s u m e r s o r r e g u l a t o r s .
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I s s u e s c o n c e r n i n g t h e r e p o r t i n g o f l i a b i l i t i e s s t i l l t e n d e d t o b e t h o s e o f c l a s s i f i c a t i o n .
H o w e v e r , q u e s t i o n s o f u n d e r l y i n g r e a s o n i n g a n d d i f f e r e n t a p p l i c a t i o n s i n p r a c t i c e
w e r e b e i n g a s k e d .
A r g u m e n t
3 . 4 1 S p r a g u e p r o v i d e s r e a s o n i n g u n d e r l y i n g i s s u e s c o n c e r n i n g l i a b i l i t i e s .
3 . 4 2 A c t u a r i a l a s s e s s m e n t s a r e w e l l e s t a b l i s h e d w i t h p o t e n t i a l a p p l i c a t i o n i n
a c c o u n t i n g i n g e n e r a l a n d f o r l i a b i l i t i e s i n p a r t i c u l a r .
3 . 4 3 S o m e s u g g e s t a ' t h i r d p l a c e ' o n t h e e q u i t y s i d e o f t h e b a l a n c e s h e e t .
I s s u e s m e t i n a n a l y s i n g c o r p o r a t i o n s w o u l d s e e e m p h a s i s c o n t i n u e t o m o v e t o w a r d s
m a t t e r s m o r e o f a n e c o n o m i c k i n d . T h i s c h a n g e i n e m p h a s i s w o u l d c o n t i n u e , a s
f u r t h e r a n a l y s i s a n d d i s c u s s i o n i n C h a p t e r 4 w i l l s h o w .
8 4
C h a p t e r 4 T h e F r a m e w o r k : C o r p o r a t e G o v e r n a n c e i n t h e T w e n t i e t h C e n t u r y
B e t w e e n t h e W o r l d W a r s - T h e D o m i n a n t U S A I n f l u e n c e
I n t h e t w e n t i e t h c e n t u r y t h e c e n t r e o f a c c o u n t i n g d e v e l o p m e n t m o v e d t o t h e
U n i t e d S t a t e s o f A m e r i c a . W h i l e t h e n i n e t e e n t h c e n t u r y w a s t h e c e n t u r y o f
B r i t i s h p r e d o m i n a n c e i n c o m m e r c e a n d i n d u s t r y , t h e t w e n t i e t h c e n t u r y h a s
w i t n e s s e d t h e f u l f i l m e n t o f t h e A m e r i c a n i n d u s t r i a l p o t e n t i a l t o a n e q u a l l y
m a r k e d d e g r e e . A n d i n t h i s a t t a i n m e n t t h e p a r t p l a y e d b y a c c o u n t i n g h a s b e e n
n e i t h e r i n c o n s p i c u o u s n o r i n s i g n i f i c a n t .
G o l d b e r g , ( 1 9 4 9 , P a r t I V )
4 . 1 I n t r o d u c t i o n
I n t h i s c h a p t e r , t h e a n a l y s i s a n d d i s c u s s i o n o f c h a n g e s i n s e l e c t e d s o c i a l a n d
e c o n o m i c m a t t e r s c o n t i n u e . T h e c o n t e x t p r o v i d e d i s t h e b e t w e e n t h e t w o W o r l d W a r s
p e r i o d a n d i n t e r a c t i o n s w i t h a c c o u n t i n g i n g e n e r a l a n d t h e r e p o r t i n g o f l i a b i l i t i e s i n
p a r t i c u l a r a r e i d e n t i f i e d .
T h e e x c e s s e s o f t h e 1 9 2 0 s , t h e s t o c k m a r k e t c r a s h o f 1 9 2 9 a n d t h e G r e a t D e p r e s s i o n
a r e f i r s t c o n s i d e r e d ( 4 . 2 ) . N e x t , t h e N e w D e a l p e r i o d ( 4 . 3 ) i s d i s c u s s e d - a p e r i o d i n
w h i c h , i n t e r a l i a , m u c h w a s e x p e c t e d f r o m g o v e r n m e n t t o t a k e a c t i o n t o c u r b
m a n i p u l a t i o n s a n d o t h e r a b u s e s . T h e s e i n c l u d e d t h o s e o f a n a c c o u n t i n g t y p e , l e a d i n g
t o d e b a t e o n w h e t h e r b o d i e s l i k e t h e F T C ( a n d l a t e r t h e S E C ) s h o u l d p r o v i d e t h e
r e a s o n i n g a n d s t a n d a r d s u n d e r l y i n g f i n a n c i a l s t a t e m e n t s . T h e a c c o u n t i n g p r o f e s s i o n
w a s t o p l a y a k e y r o l e , a r g u i n g f o r s e l f - r e g u l a t i o n a n d t h e a d o p t i o n o f c o n v e n t i o n a l
a c c o u n t i n g . T h i s w a s t o b e c o m e e n t r e n c h e d a s t h e b a s i s o f f i n a n c i a l s t a t e m e n t s f o r
s o m e d e c a d e s a n d i s h e r e t e r m e d t h e M a y L e g a c y ( 4 . 4 ) . F i n a l l y , a s u m m a r y a n d
c o n c l u s i o n s a r e p r o v i d e d ( 4 . 5 ) .
4 . 2 T h e E x c e s s e s o f t h e 1 9 2 0 s
I f a r a s c a l i t y i n d e x w a s c o n s t r u c t e d , s o m e a r g u e t h e t o p r a t i n g w o u l d g o t o t h e
f r e e w h e e l i n g t w e n t i e s , w h i c h w o u l d m a k e p r e v i o u s t i m e s s e e m q u i t e t a m e ( S o b e l ,
1 9 6 5 , p 2 3 5 , p 2 5 0 ) .
I t i s c o m m o n l y s t a t e d t h a t n o n e o f t h e a d m i n i s t r a t i o n s o f H a r d i n g , C o o l i d g e a n d
H o o v e r p r e s e n t e d a t h r e a t t o b u s i n e s s o r t h e b u l l i s h W a l l S t r e e t ( V a l i a n c e , 1 9 5 5 , p 8 4 -
8 5 ; C a r e y , 1 9 6 9 , p 3 5 ; J a c k s o n , 1 9 8 4 , p 3 1 8 ) . I n 1 9 2 2 , N Y S E ' s r e p r e s e n t a t i v e s
p e r c e i v e d l i t t l e n e e d f o r l e g i s l a t i o n ( d e B e d t s , 1 9 6 4 , p 6 ; P r e v i t s & M e r i n o , 1 9 9 8 ,
p 2 3 8 ) . B i g b u s i n e s s h a d a f a i r l y f r e e h a n d u n d e r t h e l a i s s e z f a i r e p o l i c i e s o f t h o s e
a d m i n i s t r a t i o n s . m W i t h e c o n o m i c p r o s p e r i t y , l a r g e d e m a n d s f o r c a p i t a l , a d e c l i n e i n
c r i t i c i s m o f b i g b u s i n e s s , t h e a d v e n t o f t h e p u b l i c - r e l a t i o n s s p e c i a l i s t , a n
2 1 2 T h i s i s n o t t o s u g g e s t t h a t t e n s i o n s w e r e a b s e n t . O n e i l l u s t r a t i o n i s p r o v i d e d b y d e B e d t s ( 1 9 6 4 ,
p 9 3 ) , ' I n 1 9 2 8 , C a I v i n C o o l i d g e w a s l o o k i n g f o r s o m e o n e t o d i r e c t a n i n v e s t i g a t i o n i n t o t h e p u b l i c
u t i l i t i e s c o m p a n i e s [ o f t e n g r a n t e d m o n o p o l i e s b y t h e g o v e r n m e n t i n i n d u s t r i e s l i k e e l e c t r i c i t y a n d
w a t e r ] t h a t C o n g r e s s h a d a u t h o r i z e d . S i n c e C o o l i d g e c o n s i d e r e d t h i s i n v e s t i g a t i o n i n e x p e d i e n t , h e
l o o k e d f o r s o m e o n e t o h e a d t h e i n q u i r y " w h o w o u l d n o t d i g d e e p l y e n o u g h t o o p e n a n y w o u n d s . " . . .
J u d g e H e a l y w a s m a d e c h i e f c o u n s e l o f t h e F T C t o c a r r y o u t t h e p r o j e c t , a n a p p o i n t m e n t C o o l i d g e
l i v e d t o r e g r e t . ' H e a l y p r o v i d e d d a m n i n g e v i d e n c e t o H o u s e a n d S e n a t e c o m m i t t e e s ( p 5 3 ) a n d w o u l d g o
o n t o b e c o m e o n e o f t h e o r i g i n a l S E C c o m m i s s i o n e r s ( p 8 8 ) a s m e t i n t h e n e x t s e c t i o n .
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u n p r e c e d e n t e d s c a l e o f n e w s e c u r i t i e s b e i n g i s s u e d a n d a n y r e g u l a t i o n o f t h e s e c u r i t i e s
m a r k e t a b s e n t ( o r i n t h e h a n d s o f p e o p l e s y m p a t h e t i c t o b u s i n e s s i n t e r e s t s ) , h i s t o r y h a s
s h o w n t h a t mismana~ement a n d a b u s e s w e r e i n e v i t a b l e . B l a m e w o u l d b e p l a c e d o n
u n b r i d l e d s p e c u l a t i o n 1 3 i n t h e s t o c k m a r k e t ( H a w k i n s , 1 9 6 2 , p 1 8 8 - 1 8 9 ) .
D i l l o n ( 1 9 7 7 , P 1 1 7 - 1 1 8 ) s u m m a r i z e d t h e p o s i t i o n i n t h e 1 9 2 0 s a s o n e i n w h i c h t h e r e
w a s l a c k o f a n y e f f e c t i v e c o n t r o l o r r e g u l a t i o n o f s t o c k m a r k e t s . T h a t w a s d e s p i t e a
c a s e b e i n g m a d e t h a t v a r i o u s e x c h a n g e s h a d p o t e n t i a l t o p r o v i d e a p p r o p r i a t e s e l f -
c o n t r o l ( M a y , 1 9 4 3 , p 5 5 ) .
W h i l e d i s c l o s u r e o f f i n a n c i a l i n f o r m a t i o n m i g h t b e u s e d a s a p o t e n t i a l c o n t r o l d e v i c e ,
i t w a s a l s o t o b e u s e d b y i n v e s t o r s i n t h e i r d e c i s i o n - m a k i n g . A n a c a d e m i c , R i p l e y ,
w r o t e a s e r i e s o f a r t i c l e s i n t h e s e m i - p r o f e s s i o n a l p r e s s , T h e A t l a n t i c M o n t h l y , c a l l e d
' M a i n S t r e e t a n d W a l l S t r e e t , 2 1 4 ( C h a t o v , 1 9 7 5 , p I 8 - 1 9 ; Z e f f , 1 9 7 9 , p 2 0 8 ; t h e a r t i c l e s
w e r e p u b l i s h e d i n b o o k s o t i t l e d i n 1 9 2 6 ) . I t a p t l y d e s c r i b e d t h e s i t u a t i o n w h e r e i n
M a i n S t r e e t
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( r e p r e s e n t i n g i n d i v i d u a l s , s m a l l e n t e r p r i s e a n d ' t h e p u b l i c i n t e r e s t ' ) h a d
b e c o m e i n t e r l o c k e d w i t h W a l l S t r e e t ( r e p r e s e n t i n g t h e s t o c k m a r k e t a n d l a r g e
b u s i n e s s i n t e r e s t s ) . R i p l e y ( 1 9 2 6 , p I 6 7 - 1 7 0 ) s o u g h t f i n a n c i a l i n f o r m a t i o n a b o u t
c o r p o r a t e a f f a i r s f o r a v a r i e t y o f r e a s o n s :
• i t w a s p a r t o f p u b l i c i t y w h i c h w a s a ' g o v e r n o r ' o f b i g b u s i n e s s ,
• e m p l o y e e s n e e d e d i t f o r b a r g a i n i n g p u r p o s e s ,
• i n v e s t o r a d v i s o r s r e q u i r e d i t , a n d
• i t w a s n e c e s s a r y f o r a n e f f e c t i v e a n d e f f i c i e n t m a r k e t i n s e c u r i t i e s . i "
R i p l e y ( 1 9 2 6 , p 1 8 1 ) c o m p l a i n e d ,
H o w r i d i c u l o u s t h a t p u b l i c p a r t n e r s i n t h i s e n t e r p r i s e , c o n s u l t i n g b a n k i n g e x p e r t s ,
s h o u l d h a v e t o b e a d v i s e d t h a t s u c h a n o f f i c i a l i n c o m e a c c o u n t " d o e s n o t b y a n y
m e a n s g i v e a c l e a r p i c t u r e o f t h e a n n u a l e a r n i n g p o w e r " o r t h a t " t h e b a l a n c e
s h e e t b y n o m e a n s d i s c l o s e s t h e t r u e v a l u e o f a c o m p a n y ' s f i x e d a s s e t s . " I t
a p p r o a c h e s p u b l i c s c a n d a l t h a t c o r p o r a t i o n s o f s u c h i m p o r t a n c e s h o u l d t h u s p l a y
2 1 3 G i v e n t h a t c o n s u m e r s w e r e i n t e r e s t e d i n c o n s u m p t i o n r a t h e r t h a n a g i t a t i o n a g a i n s t b i g b u s i n e s s a n d
t h a t i n v e s t o r s a n d s p e c u l a t o r s b o t h s o u g h t c a p i t a l g a i n s r a t h e r t h a n p r o t e c t i o n , s o m e a r g u e d t h i s p e r i o d
i n m a n y r e s p e c t s r e s e m b l e d t h e e a r l y 1 7 0 0 s p e r i o d o f t h e S o u t h S e a B u b b l e . E c o n o m i c a n d s o c i a l s e e d s
o f d i s a s t e r w e r e b e i n g s o w n i n t h e f o r m o f s p e c u l a t i o n , u n s o u n d b u s i n e s s c o n s o l i d a t i o n a n d t h e
b r e a k d o w n o f t h e f i d u c i a r y t r a d i t i o n ( H a w k i n s , 1 9 6 2 , p 1 8 9 - 1 9 0 ) .
2 1 4 I n 4 . 3 , a k e y p e r s o n m e n t i o n e d i s A A B e r l e J r , a s t u d e n t o f R i p l e y . T h e c l a s s i c m a g n u m o p u s b y
B e r l e a n d M e a n s ( 1 9 3 2 , p 3 1 0 - 3 1 1 ) h a d i t s g e n r e i n t h i s p e r i o d a n d c o n t a i n e d i n s t a n c e s o f q u e s t i o n a b l e
a c c o u n t i n g p r a c t i c e s i n c l u d i n g m a n i p u l a t i o n o f i n v e n t o r y v a l u e s , o f d e p r e c i a t i o n , o f t h e t r e a t m e n t o f
t h e l i a b i l i t y ' b o n d s ' a n d r e l a t e d i n t e r e s t , o f o t h e r a s s e t v a l u e s a n d o f t h e r e p o r t i n g o f ' p r o f i t ' .
2 1 ' T h i s p h r a s e i s t h e t i t l e o f S i n e l a i r L e w i s ' s ( 1 9 2 0 ) P u l i t z e r P r i z e w i n n i n g b o o k . I t w a s s e e n b y s o m e
a s q u i t e s a t i r i c a l a n d n o n - r e p r e s e n t a t i v e o f a t y p i c a l U S A s m a l l t o w n . O t h e r d i s a g r e e d , f i n d i n g i t a
w e l c o m e d r e f l e c t i o n o f l i f e i n s u c h a t o w n . R i p l e y c o m m e n t s ( 1 9 2 6 , p x i v ) , ' I h a v e c o n f e s s e d t h e t h e f t
o f a p a r t o f m y m a i n t i t l e t o M r . S i n c l a i r L e w i s , t h e d i s t i n g u i s h e d a u t h o r o f M a i n S t r e e t . H e h a s b e e n
p l e a s e d t o s e n d m e h i s " G o d s p e e d " i n t h e e n t e r p r i s e . '
2 1 6 G r a d y ( 1 9 6 2 , p 5 7 ) s u g g e s t e d a f u n d a m e n t a l c h a n g e i n t h e 1 9 3 0 s b y N Y S E i n i t s a t t i t u d e t o w a r d
l i s t e d c o m p a n i e s w a s u n d o u b t e d l y p a r t l y a r e s u l t o f R i p l e y ' s a r g u m e n t d e a l i n g w i t h p u b l i c i t y i n
c o r p o r a t i o n a c c o u n t s .
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f a s t a n d l o o s e , n o t o n l y w i t h t h e p u b l i c , b u t w i t h t h o s e w h o s e c a p i t a l i s r e a l l y
i n v e s t e d i n t h e b u s i n e s s .
R i p l e y ' s m a i n t h e m e w a s t h e n e e d f o r b e t t e r i n f o r m a t i o n t o b e i n c l u d e d i n a c c o u n t i n g
r e p o r t s , a s s e e n i n h i s v a r i o u s l a m e n t s . I ' "
I n d e e d , b y c o m p a r i n g R i p l e y ' s a r g u m e n t s w i t h s a y C l a r k e e t a l ( 2 0 0 3 ) , s o m e m a y
q u e s t i o n t h e p r o g r e s s m a d e . W h i l e m a n a g e m e n t o f c o r p o r a t i o n s m a y p r e s e n t l y r e p o r t
r e g u l a r l y a n d o f t e n i n q u a n t i t y , c r i t i c i s m s m a d e b y R i p l e y c o n t i n u e t o p r e s e n t t i m e s
2 18
t o b e d e b a t e d . T h e r e r e m a i n m a t t e r s s u c h a s
• p r o v i s i o n o f g l o s s y p i c t u r e s i n s t e a d o f q u a l i t y i n f o r m a t l o n r "
• t h e a r g u m e n t s h a r e h o l d e r i n d i f f e r e n c e w a r r a n t s l i t t l e f a c t u a l
i n f o r m a t i o n . i ' "
• t h e n e e d f o r b o t h t h e b a l a n c e s h e e t a n d t h e i n c o m e a c c o u n t a n d o n t h e
f u n c t i o n o f t h e f o r m e r -
2 2 I
,
• d i f f i c u l t i e s i n r e p o r t i n g o n h o l d i n g c o m p a n i e s ; 2 2 2
• t h e t r e a t m e n t o f ' g o o d w i l l ' i n a c c o u n t i n g r e p o r t s ; 2 2 3 a n d
• f r a u d u l e n t a c t s b e i n g h i d d e n f o r a t i m e t h r o u g h n o n - d i s c l o s u r e i n
r e p o r t s .
224
2 1 7 T h e s e i n c l u d e d , ' T o t h e u n i n i t i a t e d , a s w e s h a l l s o o n s e e i n d e t a i l , t h e y m a y t e l l t o o m u c h t h a t i s n o t
s o , o r t o o l i t t l e o f w h a t t h e y o u g h t t o t e l l ' ( p I 6 4 ) ; ' S t o c k h o l d e r s a r e e n t i t l e d t o a d e q u a t e i n f o r m a t i o n ,
a n d t h e s t a t e a n d t h e p u b l i c h a v e a r i g h t t o t h e s a m e p r i v i l e g e ' ( p I 6 5 ) ; H i s ' d e t a i l ' ( p I 7 1 ) i n c l u d e d a
c a s e i n w h i c h a l o s s o f $ 4 2 1 , 0 0 0 w a s p r e s e n t e d i n t h e f i n a n c i a l r e p o r t s , b y a f e a t o f a c c o u n t i n g
l e g e r d e m a i n , a s a p r o f i t o f $ 4 5 9 , 0 0 0 . T h i s f i g u r e c o m p a r e d f a v o u r a b l y w i t h t h e t r e n d o f p r o f i t s f o r t h e
c o r p o r a t i o n f o r t h e p r e v i o u s t w o y e a r s . H e c o m m e n t e d ( p 1 9 8 ) , ' A l l t h e s e , m o r e o v e r , a r e c e r t i f i e d t o b y
a h i g h l y r e p u t a b l e f i r m o f a c c o u n t a n t s . B e i n g o n l y a n e c o n o m i s t , I c o n f e s s u t t e r i n a b i l i t y t o u n r a v e l i t . '
2 1 8 D e a n ( 2 0 0 3 , p i i i ) , i n a p l e a t o a c c o u n t i n g e d u c a t o r s , a r g u e s , ' [ W ] e s h o u l d s e e k w a y s t o i n c u l c a t e i n
o u r s t u d e n t s a d e s i r e t o i n q u i r e a n d t o i m p r o v e o u r d i s c i p l i n e . W e s h o u l d m o v e a w a y f r o m p r o d u c i n g
a u t o m a t o n s t u d e n t s - m e r r i l y r e p e a t i n g t h e c o n v e n t i o n a l w i s d o m a n d d o g m a o f t h e p a s t . . . W h i l e
c o n v e n t i o n a l a c c o u n t i n g p r a c t i c e g e n e r a l l y p e r s i s t s , s o d o t h e c r i t i c i s m s . '
2 1 9 R i p l e y ( p I 6 3 ) , ' Y e t c o l o r e d p i c t u r e s o f f a c t o r i e s , b r i g h t l y l i g h t e d a t n i g h t , - a s s o m e o f t h e s e m u s t
w e l l h a v e b e e n i n v i e w o f t h e i r e x t r a o r d i n a r y s u c c e s s , - t e l l n o t a l e s . '
2 2 0 R i p l e y ( p 1 6 9 ) , ' A p r i m e a r g u m e n t w h i c h r a i s e s i t s h e a d a t t h e o u t s e t o f a l l d i s c u s s i o n o f
s h a r e h o l d e r s ' p a r t i c i p a t i o n i n d i r e c t i o n i s t h a t t h e s h a r e h o l d e r - t h e o w n e r , i n o t h e r w o r d s - i s
h o p e l e s s l y i n d i f f e r e n t t o t h e w h o l e b u s i n e s s . H i s i n e r t i a a s r e s p e c t s t h e e x e r c i s e o f v o t i n g p o w e r , a n d
a l m o s t e v e r y t h i n g e l s e , i s a n a c k n o w l e d g e d f a c t . B u t n o o n e e x p e c t s i t t o b e o t h e r w i s e . . . . N o r i s i t t r u e
t h a t t h e p r i m a r y p u r p o s e o f p u b l i c i t y , t h e s h a r i n g o f f u l l i n f o r m a t i o n w i t h o w n e r s , i s t o e n a b l e t h e s e
s h a r e h o l d e r s t o o b t r u d e t h e m s e l v e s o b s e q u i o u s l y u p o n t h e i r o w n m a n a g e m e n t s . B u t s u c h i n f o r m a t i o n ,
i f r e n d e r e d , w i l l a t a l l e v e n t s s e r v e a s f a i r w a r n i n g i n c a s e o f i m p e n d i n g d a n g e r . '
2 2 1 R i p l e y ( p I 7 1 ) , ' T h e t w o e s s e n t i a l s o f a n a d e q u a t e s t a t e m e n t a r e t h e b a l a n c e s h e e t a n d t h e i n c o m e
a c c o u n t . T h e f o r m e r d i s c l o s e d t h e c o n d i t i o n o f t h e c o m p a n y s t a t i c a l l y - a s a t a g i v e n m o m e n t . I t i s a n
i n s t a n t a n e o u s p h o t o g r a p h , g i v i n g a c r o s s s e c t i o n , s o t o s p e a k . . . E a c h i s e s s e n t i a l t o a c o m p l e t e
u n d e r s t a n d i n g . '
2 2 2 R i p l e y ( p 2 0 2 ) , ' T h e h o l d i n g c o r p o r a t i o n i s a p e c u l i a r l y t r o u b l e s o m e a n d c o n f u s i n g b u s i n e s s a s
r e s p e c t s a c c o u n t i n g . E v e n w i t h t h e b e s t o f i n t e n t i o n s i t i s e x t r e m e l y d i f f i c u l t t o s e t f o r t h t h e t r u e
c o n d i t i o n o f a f f a i r s , e i t h e r a s t o t h e e s t a t e i t s e l f o r a s t o t h e c u r r e n t i n c o m e t h e r e f r o m . '
2 2 3 R i p l e y ( p I 9 2 ) , ' W a r e o f a c o m p a n y w i t h a h u g e i t e m o f g o o d w i l l o n i t s b a l a n c e s h e e t ! . . . G o o d w i l l ,
i n o t h e r w o r d s , i s t h e o u t w a r d e x p r e s s i o n o f i n w a r d u n s u b s t a n t i a l i t y . '
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In sum, severe pressure continued on accountants to provide more reliable, high
quality information in accounting reports.
The 1920s were to see the plundering of funds set aside for economic restructuring,
tax evasion, misrepresentation, incompetence and general swindling of investors
(Previts & Merino, 1998, p249). While the purchasing habits of investors were
undoubtedly often of a speculative type, not the result of in depth analysis, reporting
practices of that time would be questioned in the ensuing havoc (Nerlove, 1930).
Ripley sought publicly available information, supported by legislation if needed,225 as
a general remedy to corporate transgressions.i"
Ripley's remedy (1926, p222-225) was that if self-regulation failed, government
regulation of corporate disclosure practices would follow, probably through the FTC.
While agreeing with his claim of inadequate reporting, business and finance persons
who commented upon Ripley's work found the remedy too drastic, some hinting of it
leading to socialism (Hawkins, 1962, p283, p287-288). For example, Richardson
(Editorial, 1926, p281), while finding the argument important, thought the remedy of
intervention by the FTC not useful and too bureaucratic. Preferably, reform would
stem from the efforts of private sources, including the AlA. Ripley's proposals were
debated by May (1926, p321), who argued for control of the setting of accounting
guidelines by those in the private sector, namely the accounting profession.
A later Editorial (1927) would suggest Ripley's effect was minimal.
227 This would be
shown to be untrue by developments met in 4.3. The stock market collapse of 1929
saw contemporary debate on causes and/or effects (Chatov, 1975, p20-22). An
Editorial (1929, p445) laid blame on speculation.v" Implicitly, little was said of the
financial information provided in any accounting. Some argued issues (other than
accounting practices) were at play in the 1920s - a period of extensive technological,
cultural and economic change (Sobel, 1965, p229; Dillon, 1977, p60). Almost all
aspects of USA life were affected. Some responsibility for the following securities
224 Ripley (pI78-179), 'Mystery was treated as an asset, on the ground that publicity would be too
informing to competitors. Dividends were paid entirely from capital ... ; the bubble burst; and the as
sets
were bought in for less than one tenth ofthe face value of the securities sold.'
22' Even Coolidge supported Ripley's suggestions for corporations to supply more complete
and
accurate financial data. However, perhaps for convenience, it was argued the remedy rested with
the
states (Hawkins, 1962, p286-287). Others too would provide support (Rorem, 1928; 1928a).
226 Ripley's views would be included in the philosophy followed by those (including some of his
students such as F D Roosevelt and Berle) in setting up the SEC as part of the New Deal (see 4.3).
227 Interestingly, Richardson (Editorial, 1928, p32) would argue for the enactment of laws to govern
financial disclosure in prospectuses.
228 Editorial (1929, p445), 'The astounding feature of the decline and fall of the stock market in late
October and early November was not the fact of descent itself, but the altogether unreaso
ning
consternation which the public in and out of Wall Street displayed. There was nothing at all in
the
course of events which distinguished the break from its many predecessors. Month after month,
even
year after year, market prices of securities had climbed to even dizzier heights. Now and th
en a
Jeremiah uttered warning and lament, but the people gave no heed. They thought and conseque
ntly
dealt in far futures... The unseen was the chief commodity.... Anything was possible when vision
was
so blurred by success.'
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market crash was to be attributed to the inability of stock market institutions to adapt
quickly to change.229 Others were not so sure that accounting was immune to any
criticism.i"
Consequences of unfettered competition, inadequate provision of quality accounting
data and inadequacy of regulation were to be provided by the Kreuger and the Insull
sagas.
The Kreuger case is often cited to highlight Kreuger's ability to raise funds to create a
world-wide match empire. As regards this study, the lack of quality accounting
information being publicly available is more to the point (Flesher & Flesher, 1986,
p421). In USA, he linked his Intemational Match Company (lMC) with the then
eminent accounting firm Emst & Emst but, it would be revealed, he kept the books
secret. As auditors, they would support expectations of well-being to the public in
general and investors in particular. Kreuger was, just before the great crash and his
own demise, called 'the wonder man of the age' in a Time cover story and acclaimed
by distinguished economists CVallance, 1955, p155-156; Sobel, 1965, p245-246,
p271).231
The original Kreuger & Toll (K&T) vehicle, incorporated in Sweden, became an
investment company after Kreuger established the Swedish Match Company (SMC).
Both were under his control. However, SMC's growth was threatened by the
depreciation of various European currencies from post-war events. IMC raised
millions of dollars in share and debenture issues, often with the aid of eminent USA
banking groups. These funds were in turn transferred to Kreuger's European interests.
Some investments there were sound, while others were less so. One in which a French
government loan to Morgan & Co was refinanced, provided some tensions with
Morgan interests. Other uses were for Kreuger's own personal requirements
(Vallance, pI57-159).232
Kreuger's interests seemed unaffected by the Wall Street crash, though some
questioned how large profits and high dividends could be maintained. However,
229 At this time, even simple requests from the NYSE for reports were not followed by all. Arg
uably,
the main concern was for more disclosure with little thought of the content or its quality. Cor
porate
management, over whom NYSE had little control (other than by moral persuasion), still fought against
any publicity or disclosure, even if for new listings only. Given the inadequacy of statutory regu
lation,
the work of the NYSE to improve reporting of corporate affairs to the investors was to
some
noteworthy in that it was in advance of the existing legal requirements of the day or the requireme
nts of
the accounting profession (Hawkins, 1962, p246·25I ).
230 Grinaker and Barr, (1965, p486) write, 'The sudden and complete collapse of stock market prices in
1929, and the severe and extended depression which followed, aroused the stock exchanges, the fe
deral
government, and the general public to the need for reliable financial information. These group
s were
further aroused when several fraudulent stock manipulations were disclosed. These financial sc
andals
usually involved the selling or trading of securities in corporations using fraudulent and una
udited
financial statements. In this environment there was a need and a demand for strict controls over
those
securities transactions in which the general public were involved.'
231 Clarke et al (2003) recount similar episodes of laudatory comments related to CEOs/Chairpersons
before more recent corporate collapses.
232 Mixing public and private interests has a long history. What is critical is that all parties are
made
aware of the financial risks and returns where such potentially conflicted interests exist.
89
economic collapses in Europe, including the German moratorium, meant a cash crisis
for SMC and K&T. The situation in K&T was compounded by UK accountants'
investigations into cash from finance raisings moving among group members. His
suicide saw the group collapse (Valiance, p160-163).
A later investigation found
• some bonds were forged (to improve the perceived collateral of the empire),
• accounts juggled, and
• low-grade securities substituted for high-grade ones.
Witnesses were called from Ernst & Ernst but no one could say how much had been
misappropriated. Dummy banks created by Kreuger and falsification of accounts
suggested how it had been done. May, of the investigating accountants Price
Waterhouse, admitted that little examination of the books had occurred before the
financial statements were certified.m Certainly the 1930 balance sheet presented a
false impression (Valiance, 1955, p163-165; Sobel, 1965, p286-287).
Valiance (1955, p164-166) concluded 234 social, economic and financial issues from
the case included:
• the importance of silence and secrecy in the success of the conspiracy,
• the importance of control of the processes and data from which accounting
reports are prepared,
• the state of auditing,
• the role of international bankers, and
• profits earned by brokers and financial institutions issuing related securltles.i"
233 Such an observation by May was unlikely to satisfy investors. His views are summarised in M
ay's
testimony before USA Senate Committee on Banking and Currency in 1933, reproduced in
Hunt
(1936a, pI04-111).
234 Valiance (1955, pI64-166): 'How did [Kreuger] get away with it? Asked once to explain the secret
of his success, he said to his interviewer: "There are three things. The first thing is silence. The se
cond
thing is more silence. The third thing is still more silence." Concealing from his associates
and
supporters the immense ramifications of his huge conspiracy, retaining in his hands alone the "in
ner"
books from which accounts and balance sheets were compiled - the concealment aided by the ver
y lax
auditing stipulations of Swedish law [and perhaps worldwide?] at that time - he persuaded the greatest
international bankers that he was the world's most powerful man '" His crash certainly deepene
d the
Great Depression; and the Americans, the worst sufferers, were bitter against his memory. Yet
they
might have reflected that, if Kreuger funnelled so many good dollars out of the United States
, the
process was carried on by good American bankers on a still greater scale. Between the end of W
orld
War I and Kreuger's death nearly twelve billion dollars' worth of foreign bonds had been market
ed in
the U.S. - to the considerable profit of the issuing houses - and a high proportion of these fru
its of
"enlightened self-interest" was lost. Lee, Higginson & Co. - ruined by Kreuger's fall - were rep
orted
to have netted $6 million in (gross) promotion profits on his New York heyday flotations. Moreover,
though fraud was not proved, the collapse of a domestic "empire" - that of Samuellnsull- was so
on to
demonstrate to American investors that not only foreigners could part them from their money.'
235 As with new millennium sagas like Enron, facilitating finance from banks and other fina
ncial
institutions was crucial. The Economist (2005d, p7), 'J. P. Morgan Chase agreed to pay $2.2 billion to
settle its part in a class-action lawsuit, led by the University of California, that accuses several ban
ks of
aiding Enron in defrauding investors before the energy trader went bankrupt in December 200 I.
Last
week, Citigroup said it would pay $2.0 billion to settle its part in the suit. Both banks deny any
wrongdoing.'
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I n t h e I n s u l l c a s e , h i s e m p i r e ( s e e 3 . 6 . 1 ) e x p a n d e d g r e a t l y d u r i n g t h i s p e r i o d , t h e
c o r p o r a t e s t r u c t u r e b e c o m i n g a l m o s t u n w i e l d y . V a l i a n c e ( 1 9 5 5 ) d e s c r i b e d t h e
s t r u c t u r e a s a ' t o p - h e a v y p y r a m i d ' , 2 3 6 r e f l e c t i n g t h e l a y e r u p o n l a y e r o f h o l d i n g
c o m p a n i e s a n d t r u s t S .
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T h e i n v e s t i g a t i o n f o u n d t h e p y r a m i d h a d b e e n s u c c e s s f u l l y b a l a n c e d ( u n t i l i t s
c o l l a p s e ) b y t h e r e a l p r o f i t s o f t h e e l e c t r i c i t y i n d u s t r y w h i c h w e r e e n o r m o u s i n t h i s
p e r i o d . A l s o , t h e r e w a s " p a d d i n g " o f p r o f i t s . T h e F T C f o u n d f i c t i t i o u s p r o f i t s a
n o r m a l f e a t u r e o f r e p o r t s . V a r i o u s I n s u l l i n t e r l o c k e d c o m p a n i e s w e r e u s e d t o i n f l a t e
t u r n o v e r a n d a s s e t s b y i n t e r - c o m p a n y o p e r a t i o n s . A s w e l l , I n s u l l u s e d h o l d i n g
c o m p a n i e s a n d a c o m p l e x s y s t e m o f c r o s s - f i n a n c i n g t o r e p e l p o t e n t i a l r a i d e r s o r t a k e -
o v e r . T h e p y r a m i d i n g m a d e m i l l i o n s f o r i n s i d e r s a n d b r o k e r s ( V a l i a n c e , 1 9 5 5 , p l 7 2 -
1 7 4 ; M c D o n a l d , 1 9 6 1 , p I 5 0 - 1 5 1 ; S o b e l , 1 9 6 5 , p 2 8 7 ; P r e v i t s & M e r i n o , 1 9 9 8 , p 2 6 6 -
2 6 8 ) . 2 3 8
V a l i a n c e ( 1 9 5 5 , p 1 7 5 - 1 7 6 ) 2 3 9 i n t i m a t e d a s e r i e s o f s o c i a l a n d e c o n o m i c i s s u e s w h i c h
a r e o f i n t e r e s t t o t h i s s t u d y , i n c l u d i n g :
2 3 6 A d i a g r a m , p r e s e n t e d i n C l a r k e e t a t ( 2 0 0 3 , p 1 6 6 ) , h i g h l i g h t s t h e c o m p l e x i t y .
2 3 7 V a l i a n c e , 1 9 5 5 , p 1 7 2 ) c o m m e n t e d , ' I n s u l l w a s t o u n d e r t a k e d o z e n s o f s u c h o p e r a t i o n s a s h i s
d o m i n a t i o n e x p a n d e d , a n d i n e a c h t h e r o l e o f t h e h o l d i n g c o m p a n y w a s e s s e n t i a l l y t h e s a m e - u n t i l , b y
t h e e n d , h e h a d p i l e d c o m p a n i e s , o n e o n t o p o f a n o t h e r , s i x d e e p . B y t h e e n d , I n s u l l w a s s i t t i n g o n t h e
B o a r d s o f 8 5 c o m p a n i e s , w a s C h a i r m a n o f 6 5 , P r e s i d e n t o f 1 1 ; a n d h e w a s c o n t r o l l i n g m o r e t h a n s i x
t h o u s a n d e l e c t r i c i t y , g a s a n d i c e - m a k i n g p l a n t s . T h e t r o u b l e w a s t h a t t h o s e w h o i n v e s t e d i n t h e
s e c u r i t i e s w e r e d e p e n d e n t , f o r d i v i d e n d s , o n t h e i n c o m e o f t h e h o l d i n g c o m p a n y . T h i s , i n t u r n , d r e w i t s
i n c o m e f r o m i t s h o l d i n g s o f c o m m o n s t o c k i n t h e a c t u a l u t i l i t y c o n c e r n s - a n d t h i s s t o c k w a s o u t o f a l l
p r o p o r t i o n t o r e a l e a r n i n g p o w e r . ' T h i s w a s o f c o u r s e a r e c i p e f o r a f i n a n c i a l P o n z i .
2 3 8 O t h e r s t o o u s e d t h e h o l d i n g c o m p a n y t e c h n i q u e a n d r e l a t e d p y r a m i d i n g t o c o n t r o l c a p i t a l a n d a s s e t s
i n c o m p a n i e s l i k e t h e A l I e g h a n y C o r p o r a t i o n . F i n a n c e w o u l d c o m e i n p a r t f r o m M o r g a n s o u r c e s
( S o b e l , 1 9 6 5 , p 2 4 5 ) .
2 3 9 V a l i a n c e ( 1 9 5 5 , p I 7 5 - 1 7 6 ) : ' I n s u l l , h o w e v e r , w a s m o r e t h a n a t y p i c a l A m e r i c a n " t y c o o n " w i t h a
s h r e w d s e n s e o f t h e u s e o f p o l i t i c i a n s w h o c o u l d a c t t o t h e g o o d o r d e t r i m e n t o f h i s u n d e r t a k i n g s . H e
w a s a g r e a t p o l i t i c a l p o w e r , a n d a p a s s i o n a t e o p p o n e n t o f p u b l i c o w n e r s h i p o f e l e c t r i c i t y - a c a u s e t h a t
h a d b e e n g a t h e r i n g m o m e n t u m a l l t h r o u g h t h e s e y e a r s a n d t r i u m p h e d a f t e r t h e e l e c t i o n o f F r a n k l i n D .
R o o s e v e l t . N o t h i n g h e l p e d R o o s e v e l t m o r e , i n h i s f i g h t t o e s t a b l i s h t h e T e n n e s s e e V a l l e y A u t h o r i t y a n d
o t h e r p u b l i c p o w e r p r o j e c t s a g a i n s t t h e b i t t e r h o s t i l i t y o f t h e u t i l i t i e s , t h a n t h e f a i l u r e o f I n s u l l . I t i s
s i g n i f i c a n t t h a t I n s u l l c r a s h e d j u s t a s R o o s e v e l t w a s f i r s t n o m i n a t e d . . . a s D e m o c r a t i c c a n d i d a t e f o r
p r e s i d e n t , a n d h i s v e r y f i r s t c a m p a i g n s p e e c h w a s d i r e c t e d a g a i n s t " t h e I n s u l l m o n s t r o s i t y " . I n s u l l w e n t
t o f a n t a s t i c l e n g t h s t o d e f e n d p r i v a t e m o n o p o l y o w n e r s h i p o f p o w e r , e v e n b u y i n g u p u n e c o n o m i c
p o w e r p l a n t s t o p r e v e n t c i t i e s f r o m t a k i n g t h e m i n t o m u n i c i p a l o w n e r s h i p , a n d s e c u r i n g a l t e r a t i o n s
f a v o u r a b l e t o t h e P o w e r L o b b y i n t h e c i v i c s t e x t b o o k s u s e d i n I l l i n o i s s c h o o l s . . . T h e I n s u l l e m p i r e , a n d
a l l i t s s t r a n g e f i n a n c i a l r a m i f i c a t i o n s , t h e r e f o r e , p r o v i d e d a m m u n i t i o n f o r t h e r e f o r m m o v e m e n t w h i c h
c u l m i n a t e d i n t h e N e w D e a l . I n i t s r i s e w a s t h e e m b o d i m e n t o f a l l t h a t A m e r i c a n r a d i c a l i s m d i s t r u s t e d :
i n i t s f a l l , i t g a v e p r o o f t h a t w h a t I n s u l l c a l l e d t h e t r u e " e c o n o m i c t h e o r i e s o f e x - P r e s i d e n t H o o v e r a n d
M r . J o h n R o c k e f e l l e r S r . " w e r e t h e c a u s e o f t h e d o w n f a l l t h a t r u i n e d m i l l i o n s o f A m e r i c a n s a n d t h r e w
t h e m o n t h e s t r e e t s a n d i n t o t h e b r e a d l i n e s . H i s a r g u m e n t t h a t p u b l i c p o w e r w a s " c o n s t i t u t i o n a l l y
u n s a f e , p o l i t i c a l l y u n w i s e , e c o n o m i c a l l y u n s o u n d a n d c o m p e t i t i v e l y u n f a i r " s o u n d e d u n c o n v i n c i n g t o
t h e m e n w h o w e r e s e l l i n g a p p l e s a t t h e s t r e e t c o r n e r . H i s d e n u n c i a t i o n o f h i s c r i t i c s a s p u b l i c e n e m i e s
o f t r u t h , r e a s o n a n d f a c t s e e m e d a l i t t l e s t r a n g e w h e n h e s p o n s o r e d a n a t t a c k o n t h e S o c i e t y o f F r i e n d s ,
t h e U n i t e d S o c i e t y o f C h r i s t i a n E n d e a v o u r , t h e C e n t r a l C o n f e r e n c e o f A m e r i c a n R a b b i s a n d t h e
N a t i o n a l W o m e n ' s C h r i s t i a n T e m p e r a n c e U n i o n - a s " B o l s h e v i k f r o n t s " . '
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• u s e o f p o l i t i c i a n s ( s o c i a l ) ,
• p r i v a t e o r p u b l i c o w n e r s h i p o f e l e c t r i c i t y p o w e r ( s o c i a l a n d e c o n o m i c ) ,
• r e f o r m p o l i c i e s o f F D R ( s o c i a l a n d e c o n o m i c ) ,
• c o l 1 a p s e s a n d r u i n o f i n v e s t o r s ( s o c i a l a n d e c o n o m i c ) , a n d
• e c o n o m i c t h e o r i e s - r e c o u r s e t o i d e a s o f H o o v e r a n d l a i s s e z f a i r e ,
- r e c o u r s e t o i d e a s o f R o c k e f e l 1 e r a n d u n f e t t e r e d m a r k e t
f o r c e s .
T h e s e h a v e a c c o u n t i n g i n t e r a c t i o n s a t b o t h i n f r a s t r u c t u r e a n d i n f o r m a t i o n l e v e l w h i c h
a r e d i s c u s s e d i n 4 . 2 . 2 .
A s l a t e a s 1 9 2 8 , d e s p i t e t h e F R B ' s s u c c e s s f u l e f f o r t s t o i m p r o v e t h e m i n i m u m
s t a n d a r d s o f f i n a n c i a l d i s c l o s u r e f o r c r e d i t p u r p o s e s . P ' ' l i t t l e i n f l u e n c e w a s h a d o n
c o r p o r a t e f i n a n c i a l d a t a r e p o r t e d p u b l i c l y . O n c e a g a i n t h e s e c r e c y m a n t r a w a s
c h a n t e d , c l a i m i n g t h i s i n f o r m a t i o n w o u l d a s s i s t c o m p e t i t o r s . G r e a t v a r i e t y w a s n o t e d
i n t h e q u a l i t y , f o r m a n d c o n t e n t o f t h e l i s t e d c o m p a n y ' s a u d i t e d s t a t e m e n t s . N o
g u a r a n t e e o f a d e q u a t e d i s c l o s u r e o r c o m p a r a b i l i t y b e t w e e n t h e f i n a n c i a l s t a t e m e n t s o f
d i f f e r e n t c o m p a n i e s w a s g i v e n . I t w a s a r g u e d t h i s d i v e r s i t y r e s u l t e d f r o m p u b l i c
a c c o u n t a n t s b e i n g h i r e d , i n g e n e r a l , b y m a n a g e m e n t f o r w h o m t h e y t h u s a c t e d , s o
m a n a g e m e n t c o n t r o l l e d t h e f i n a n c i a l s t a t e m e n t s ( H a w k i n s , 1 9 6 2 , p 2 3 0 - 2 3 4 ) .
C o o p e r a t i o n b e t w e e n v a r i o u s p r i v a t e - s e c t o r g r o u p s w a s s e e n a s t h e p r e f e r r e d m e t h o d
o f s t a n d a r d s e t t i n g f o r d i s c l o s u r e o f i n f o r m a t i o n . T h e a c c o u n t i n g p r o f e s s i o n a n d
N Y S E m e t f o r t h i s p u r p o s e , a s d i d t h e p r o f e s s i o n a n d i n v e s t m e n t b a n k e r s ( E d i t o r i a l ,
1 9 2 8 a , p 2 8 5 ) . 2 4 1 T h i s s o u g h t m a i n t e n a n c e o f s t a n d a r d s e t t i n g i n t h e p r i v a t e s e c t o r ,
t h u s t h w a r t i n g g o v e r n m e n t r e g u l a t i o n .
T h e a c c o u n t a n t s s o u g h t m o r e ' f u l l a n d f r a n k ' i n f o r m a t i o n f o r i n v e s t o r s , w h i l e t h e
b a n k e r s s o u g h t " s t a n d a r d i z a t i o n " o f a c c o u n t i n g p r a c t i c e s ( a n d a r g u a b l y u l t i m a t e l y ,
p r i n c i p l e s ) . W h i l e n o t m u t u a l l y e x c l u s i v e g o a l s , e a c h g r o u p h a d h i d d e n a g e n d a s . T h e
f o r m e r w a n t e d i n c r e a s e d a d o p t i o n o f a u d i t s ; t h e l a t t e r w a n t e d u n i f o r m i t y o f
a c c o u n t i n g p r a c t i c e s t o b e a b l e t o c o m p a r e m o r e e a s i l y t h e f i n a n c i a l s t a t e m e n t s o f
d i f f e r e n t c o m p a n i e s . O t h e r s w e r e e x a m i n i n g t h e u n d e r l y i n g a c c o u n t i n g p r i n c i p l e s .
T h e y f o u n d a l a c k o f r i g o r o u s a n d u n i f o r m a c c o u n t i n g s t a n d a r d s w h i c h a l l o w e d
m a n a g e m e n t t o m a n i p u l a t e , m i s r e p r e s e n t a n d c o n c e a l i n f o r m a t i o n r e l a t e d t o c o r p o r a t e
a c t i v i t i e s ( H a w k i n s , 1 9 6 2 , p 2 3 4 - 2 3 8 ) .
E v i d e n c e o f a b u s e s w a s n e i t h e r c l e a r l y s e e n n o r p u b l i c l y a d m i t t e d i n t h e a t m o s p h e r e
o f 1 9 2 9 ( C h a t o v , 1 9 7 5 , p 2 0 ) . V o i c e s o f c a u t i o n w e r e r a i s e d b u t l i m i t e d t o t h e m o r e
c l e a r l y s e e n s p e c u l a t i v e n a t u r e o f s t o c k a c t i v i t y ( S o b e l , 1 9 6 5 , p 2 6 6 ) a n d i n h e r e n t
c o n f l i c t s w i t h i n t h e f i n a n c i a l s e c u r i t i e s m a r k e t s e c t o r . T h e g o v e r n o r o f N e w Y o r k ,
F r a n k l i n D . R o o s e v e l t ( F D R ) , 2 4 2 c r i t i c i z e d t h e s p e c u l a t i v e f e v e r ( d e B e d t s , 1 9 6 4 , p 9 ) .
2 4 { ) W h e n t h e F R B d i d m o v e , i t s a c t i o n s w e r e c h a l l e n g e d b y a p r i v a t e g r o u p l i n k e d t o W a l l S t r e e t
i n t e r e s t s . S o m e s o u g h t r e t u r n t o t h e a g e o f M o r g a n ( S o b e l , 1 9 6 5 , p 2 6 8 ) .
2 4 1 T h i s i s f u r t h e r d i s c u s s e d i n 4 . 2 . 2 .
2 4 2 F D R w a s t o p l a y a k e y r o l e i n l a t e r d e v e l o p m e n t s a s d i s c u s s e d i n 4 . 3 .
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A d m i n i s t r a t i o n s a t t h a t t i m e h a d m u t e d r e s p o n s e s t o a n e e d f o r f i n a n c i a l a n d g e n e r a l
c o r p o r a t e c o n t r o l s a n d f o r i m p r o v e d r e g u l a t i o n o f t h e s e c u r i t i e s m a r k e t s . H o o v e r ' s
r e a c t i o n s t o c o m p l a i n t s o f s t o c k e x c h a n g e a c t i o n s w e r e l i m i t e d t o t h e e v i l s o f s h o r t
s e l l i n g a n d e x c e s s i v e s p e c u l a t i o n o n m a r g i n . O f t h e p u b l i c l o s s e s r e s u l t i n g f r o m
m a r k e t p o o l s r i g g e d b y e x c h a n g e i n s i d e r s l i t t l e w a s s a i d . P r o t e c t i o n o f t h e p u b l i c f r o m
s e c u r i t i e s f r a u d u l e n t l y i s s u e d w a s n o t m e n t i o n e d , o t h e r t h a n p e r i o d i c p l e a s f o r b e t t e r
b u s i n e s s e t h i c s . I n 1 9 3 0 , h o w e v e r , H o o v e r s a w p o t e n t i a l t r o u b l e f r o m t h e o p e r a t i o n s
w i t h i n t h e N Y S E i t s e l f . W h i t n e y , t h e n e w N Y S E h e a d , w a s s t r o n g l y u r g e d b y H o o v e r
t o c u r b t h e m a n i p u l a t i o n s o f s t o c k s b y i n s i d e r s .
2 4 J
H o w e v e r , W h i t n e y w a s i n f o r m e d
t h e r e w a s n o p l a n f o r F e d e r a l c o n t r o l s a s r e g u l a t o r y p o w e r s r e s t e d w i t h N e w Y o r k
S t a t e ( d e B e d t s , 1 9 6 4 , p 1 2 ; S o b e l , 1 9 6 5 , p 2 6 9 , p 2 8 4 ) .
T h e S e n a t e e x p a n d e d i t s i n v e s t i g a t i v e p o w e r s t o i n c l u d e p r i v a t e b a n k i n g . A f t e r
e v i d e n c e h a d b e e n u n c o v e r e d , t h e r e l e n t l e s s q u e s t i o n i n g o f c o m m i t t e e c o u n s e l P e c o r a
e x p o s e d t h e s o - c a l l e d f a v o u r e d l i s t o f t h e M o r g a n ' f r i e n d s ' . 2 4 4 T h e s e i n c l u d e d t h e
n a m e s o f j u d g e s , p o l i t i c a l l e a d e r s , c a b i n e t m e m b e r s , b a n k e r s a n d i n d u s t r i a l i s t s . t "
A l s o u n c o v e r e d w a s p o t e n t i a l m a n i p u l a t i o n . W h i l e N Y S E w a s d e p i c t e d b y i t s o w n
a u t h o r i t i e s a s b e i n g a n i m p a r t i a l f o r u m f o r t h e f r e e p l a y o f s u p p l y a n d d e m a n d , i t w a s
i n r e a l i t y n e i t h e r m o r e n o r l e s s t h a n a g l o r i f i e d g a m b l i n g c a s i n o . O d d s w e r e h e a v i l y
w e i g h e d a g a i n s t e a g e r o u t s i d e r s . A l a t e r i n q u i r y w o u l d r e v e a l t h a t i n 1 9 2 9 t h e r e w e r e
o p e r a t i n g p o o l s , s y n d i c a t e s , j o i n t a c c o u n t s , o r t h e l i k e i n n o t l e s s t h a n 1 0 5 p u b l i c
s t o c k s l i s t e d o n t h e N Y S E . A s w e l l , t h e p o p u l a r p r e s s w a s a c c u s e d o f a s s i s t i n g
s p e c u l a t o r s a n d p r o m o t e r s t o d u p e u n w a r y i n v e s t o r s ( S o b e l , 1 9 6 5 , p 2 4 8 - 9 , 2 8 5 ) .
W h i l e t h e m a r k e t f o r s e c u r i t i e s w a s s e e n a s t h e i d e a l i n w h i c h ' m a r k e t c o n t r o l ' w a s
p o s s i b l e . r ' " t h e m a r k e t r e q u i r e d c o r p o r a t e f i n a n c i a l s t a t e m e n t s . T h i s i n t u r n w o u l d
r e q u i r e t h e d e v e l o p m e n t a n d e n f o r c e m e n t o f s t a n d a r d s f o r t h o s e s t a t e m e n t s . i "
2 4 3 T h a t b o d i e s l i k e t h e N Y S E d i d n o t h a v e t h e r e q u i r e d c o n t r o l s i n p l a c e w a s l a t e r s u p p o r t e d b y
S u b c o m m i t t e e o f t h e C o m m i t t e e o n C u r r e n c y a n d B a n k i n g ( \ 9 3 3 , p 3 0 ) w h i c h o b s e r v e d , ' T h e t r u e
f u n c t i o n o f a n e x c h a n g e i s t o m a i n t a i n a n o p e n m a r k e t f o r s e c u r i t i e s , w h e r e s u p p l y a n d d e m a n d m a y
f r e e l y m e e t a t p r i c e s u n i n f l u e n c e d b y m a n i p u l a t i o n a n d c o n t r o l . I n t h e p a s t t h i s f u n c t i o n h a s b e e n
f u l f i l l e d m o s t i m p e r f e c t l y . . . . T h e t e n d e n c y ( o f r e p r e s e n t a t i v e s f r o m t h e s t o c k e x c h a n g e ) h a s b e e n t o
b e l i t t l e r e p o r t s o f m a n i p u l a t i v e a c t i v i t i e s a s u n f o u n d e d r u r n o r s , u n w o r t h y o f s e r i o u s a t t e n t i o n . T h e
e v i d e n c e a d d u c e d b e f o r e t h e s u b c o m m i t t e e h a s t h o r o u g h l y d i s c r e d i t e d t h i s a t t i t u d e . '
2 4 4 T h e p r a c t i c e o f c o u r s e h a d m u c h e a r l i e r p r e c e d e n t s . I n t h e c a s e o f t h e S o u t h S e a C o m p a n y ( m e t i n
C h a p t e r 2 ) , t h e u s e o f s h a r e b e i n g o f f e r e d t o ( e s p e c i a l l y p o l i t i c a l ) f r i e n d s w a s f o u n d .
2 4 5 E a c h r e c e i v e d a 1 0 0 0 o r 2 0 0 0 b l o c k o f s t o c k i n t h e M o r g a n h o l d i n g c o m p a n y , t h e A l l e g h a n y
C o r p o r a t i o n , a t t h e c o s t o f $ 2 0 p e r s h a r e . A t t h a t t i m e , t h e m a r k e t p r i c e w a s $ 3 5 - $ 3 7 p e r s h a r e . T h e
u s u a l a c c o m p a n y i n g l e t t e r a d v i s e d t h a t t h e r e w e r e ' n o s t r i n g s a t t a c h e d ' a n d t h a t o n e m i g h t s e l l
w h e n e v e r o n e w i s h e d ( d e B e d t s , 1 9 6 4 , p 4 4 - 4 5 ) .
2 4 6 D i l l o n ( 1 9 7 7 , C h a p t e r 3 ) d i s c u s s e s b o t h t h e i d e a a n d t h e e r o s i o n t h e r e o f . S e e a l s o P r e v i t s & M e r i n o
( \ 9 9 8 , p 2 4 1 - 2 4 2 ) .
2 4 7 M o r e r e c e n t l y , W e s t ( 2 0 0 3 , p 4 ) c o n c l u d e d , ' D u r i n g t h e p a s t h u n d r e d y e a r s , t h e o n u s f o r d i s c h a r g i n g
t h i s r e s p o n s i b i l i t y h a s b e e n s u b s t a n t i a l l y p l a c e d w i t h a c c o u n t i n g p r a c t i t i o n e r s . B o t h i n d i v i d u a l l y a n d
t h r o u g h t h e i r f o r m a l a s s o c i a t i o n s , a c c o u n t a n t s h a v e p l a y e d t h e m a j o r r o l e i n d e s i g n i n g a c c o u n t i n g
p r o c e d u r e s a n d o v e r s e e i n g t h e i r a p p l i c a t i o n . '
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W h e t h e r a r u l e s - b a s e d o r p r i n c i p l e s - b a s e d a c c o u n t i n g s y s t e m s h o u l d b e f o l l o w e d
w o u l d b e d e b a t e d .
4 . 2 . 1 T h e U K s c e n e
D u r i n g t h e 1 9 2 0 s , q u e s t i o n i n g o c c u r r e d i n U K o f t h e u s e o f a c c o u n t i n g r e p o r t s . i "
E v a n s ( 1 9 7 4 , p 2 7 ) c o m m e n t e d o n d e b a t e o n t h e u s e o f b a l a n c e s h e e t s .
2 4 9
O t h e r s f o u n d
s e l e c t e d b a l a n c e s h e e t s a s b e i n g ' m o d e l s o f o b s c u r i t y ' . 2 5 0 D u r i n g t h i s p e r i o d , a s
a l r e a d y n o t e d i n U S A , t h e p r o f i t a n d l o s s a c c o u n t r e p l a c e d t h e b a l a n c e s h e e t a s t h e
p r i m a r y f i n a n c i a l s t a t e m e n t f o r a s s e s s i n g p r o g r e s s m a d e b y a n d p r o s p e c t s o f a n
e n t e r p r i s e ( E d w a r d s , 1 9 7 9 , p 2 8 4 ) .
I n 1 9 2 2 , c o n s o l i d a t e d a c c o u n t s w e r e p r e s e n t e d f o r t h e f i r s t t i m e i n U K a n d G a m s e y ' s
t e x t ( 1 9 2 3 ) o n t h a t t o p i c f o l l o w e d ( N o b e s & P a r k e r , 1 9 7 9 , p I 9 9 ) . G a r n s e y ( 1 9 2 6 ,
p 2 7 3 ) h i n t e d a t d i f f e r e n c e s b e t w e e n e c o n o m i s t s ' n e e d s a n d o f t h o s e i n v o l v e d i n
c o m m e r c e . T h e f o r m e r s o u g h t b a l a n c e s h e e t s d e a l i n g w i t h e c o n o m i c a n d / o r f i n a n c i a l
r e a l i t i e s r a t h e r t h a n l e g a l i t i e s . A r g u a b l y , t h i s w o u l d s h o w t h e ' t r u e ' p e r f o r m a n c e
d u r i n g t h e p e r i o d a n d t h e ' t r u e ' e c o n o m i c p o s i t i o n o f t h e c o m p a n y a t t h a t d a t e . H e r e ,
d i s t i n g u i s h i n g a m o n g t h e t e r m s e c o n o m i c , f i n a n c i a l a n d l e g a l s e e m e d p o o r l y b a s e d .
H e ( 1 9 2 8 , p 5 2 - 5 3 ) s u g g e s t e d t h a t w h i l e e c o n o m i s t s a r g u e d t h a t i n f o r m a t i o n s o u g h t
w a s h i d d e n , o t h e r s t a k e h o l d e r s i n f i n a n c i a l d i s c l o s u r e h a d d i f f e r e n t v i e w p o i n t s . T o
r e c o n c i l e d i f f e r e n t v i e w s w e r e t o h i m p r o b l e m s o f s o c i a l p h i l o s o p h y r a t h e r t h a n o f
a c c o u n t i n g .
T h e G r e e n e C o m p a n y L a w R e f o r m C o m m i t t e e o f 1 9 2 6 w a s t h e p r e c u r s o r o f t h e
C o m p a n i e s A c t o f 1 9 2 9 . B y t h i s t i m e , o r g a n i z e d a c c o u n t i n g b o d i e s w e r e o f s u f f i c i e n t
r e p u t e t o r e c e i v e i n v i t a t i o n s t o s u b m i t m e m o r a n d a ( H e i n , 1 9 7 8 , p 3 5 3 ; E d w a r d s , 1 9 7 9 ,
p 2 7 6 ; E d w a r d s , 1 9 8 0 a , p l 1 3 - 1 2 0 ) . T h e I C A E W w a s p a r t o f t h e g r o u p w h i c h o p p o s e d
a r e q u i r e m e n t f o r a d d i t i o n a l d i s c l o s u r e b y m a n a g e m e n t . O p p o s i t i o n w a s b a s e d o n t h e
b e l i e f s t h a t m o s t d i r e c t o r s a n d m a n a g e m e n t w e r e h o n e s t a n d d i s c l o s u r e u n d e s i r a b l e a s
i t h e l p e d c o m p e t i t o r s ( A r a n y a , 1 9 7 9 , p 2 6 8 ; E d w a r d s , 1 9 7 9 , p 2 7 7 ) .
T h e C o m m i t t e e c o n s i d e r e d i n t e r a l i a t h e q u e s t i o n o f s e c r e t r e s e r v e s . I n t e r e s t e d l y , t h e
i n f a m o u s R M S P s a g a w a s a b o u t t o b e r e v e a l e d . T h e o r g a n i z e d a c c o u n t i n g g r o u p s a n d
v a r i o u s c o m m e r c i a l b o d i e s b o t h t e s t i f i e d t h a t s u c h r e s e r v e s w e r e i n d e e d d e s i r a b l e
( G a r n s e y , 1 9 2 8 , p 4 6 - 4 7 ; H e i n , 1 9 7 8 , p 2 2 3 ; E d w a r d s , 1 9 7 9 , p 2 7 9 - 2 8 0 ; E d w a r d s ,
1 9 8 0 a , p l 0 2 ) a n d n o d i r e c t a c t i o n w a s t a k e n . T h e p r a c t i c e o f ' s m o o t h i n g ' p r o f i t s ( o r
m a n a g i n g e a r n i n g s ) w a s a p p r o v e d .
2 4 8 E d w a r d s ( \ 9 7 9 , p 2 7 8 ) a r g u e s , ' T h e f a c t t h a t t h e r e w a s a d e c l i n e i n r e p o r t i n g s t a n d a r d s m a y w e l l b e
a r e f l e c t i o n o f t h e f a c t t h a t b u s i n e s s e s w e r e h a r d p r e s s e d d u r i n g t h e e a r l y 1 9 2 0 s . I n t h e i m m e d i a t e p o s t -
w a r y e a r s i n d u s t r y w a s f a c e d w i t h p a r t i c u l a r p r o b l e m s o f r e - a d j u s t m e n t , b o t h i n o r d e r t o f u l f i l t h e
r e q u i r e m e n t s , i n t e r n a l l y , o f a p e a c e t i m e e c o n o m y , a n d t o c o p e m o r e e f f e c t i v e l y w i t h t h e c h a n g i n g
p a t t e r n o f w o r l d t r a d e . '
2 4 9 E v a n s ( 1 9 7 4 , p 2 7 ) , ' T h e e x a c t p u r p o s e f o r p r e p a r i n g a b a l a n c e s h e e t w a s a w i d e l y d e b a t e d t o p i c i n
t h e 1 9 2 0 s i n t h e U K . T h i s i s p e r h a p s u n d e r s t a n d a b l e i n v i e w o f t h e u n c e r t a i n t y o f a c c o u n t a n t s i n e a r l i e r
t i m e s . . . '
2 5 0 T h i s p h r a s e w a s u s e d i n a n e x c h a n g e b e t w e e n M c L i n t o c k a n d B u r g e s s , t h e S e n i o r O f f i c i a l R e c e i v e r
i n C o m p a n i e s L i q u i d a t i o n ( p a r a s 6 3 3 - 6 3 5 ) i n t h e e v i d e n c e b e f o r e t h e G r e e n e C o m m i t t e e ( \ 9 2 6 ) , s e e
E d w a r d s ( \ 9 8 0 a , p 7 5 - 1 2 5 ) .
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W h i l e m o s t w h o t e s t i f i e d a r g u e d t h a t t h e p u b l i c a t i o n o f t h e p r o f i t a n d l o s s s t a t e m e n t
w a s e i t h e r i m p r a c t i c a l o r u n d e s i r a b l e , t h e C o m m i t t e e r e c o m m e n d e d i t s a v a i l a b i l i t y t o
s h a r e h o l d e r s ( H e i n , 1 9 7 8 , p 2 5 4 - 2 5 5 ; E d w a r d s , 1 9 8 0 a , p 8 2 - 8 3 ) . A c c o u n t i n g
p r o f e s s i o n a l g r o u p s a r g u e d t h a t t h e f o r m o f t h e s t a t e m e n t s h o u l d b e l e f t u p t o
m a n a g e m e n t . O t h e r s s o u g h t p r e s c r i p t i o n o f t h e d e t a i l s o f t h e t r a d i n g a c c o u n t ( H e i n ,
1 9 7 8 , p 2 6 0 - 2 6 1 ) .
T h e C o m m i t t e e p a i d s i g n i f i c a n t a t t e n t i o n t o t h e p r e s e n t a t i o n o f g r o u p a c c o u n t s o f a
g r o u p o f i n t e r - r e l a t e d c o m p a n i e s . P ' V a r i o u s m e t h o d s f o r p r e s e n t i n g t h e a f f a i r s o f
h o l d i n g a n d r e l a t e d s u b s i d i a r y c o m p a n i e s w e r e d i s c u s s e d . G a m s e y ( 1 9 2 3 , p 1 8 ) a r g u e d
t h a t t h e a d v a n t a g e s o f p r e s e n t i n g t h e ' l e g a l ' b a l a n c e s h e e t o f t h e h o l d i n g c o m p a n y
o n l y , i n c l u d e d
• i n f o r m a t i o n b e i n g h i d d e n f r o m c o m p e t i t o r s , a n d
• a n a b i l i t y t o e q u a l i z e t h e i n c o m e o f t h e p a r e n t .
H e d i d h o w e v e r , c o n c e d e ( P 1 9 - 2 0 ) t h a t a d i s a d v a n t a g e w a s t h a t s h a r e h o l d e r s m a y n o t
r e c e i v e i n f o r m a t i o n t o w h i c h t h e y w e r e e n t i t l e d .
O b j e c t i o n s b y a n u m b e r o f h o s t i l e w i t n e s s e s t o t h e p r o v i s i o n o f c o n s o l i d a t e d
s t a t e m e n t s w e r e b a s e d l a r g e l y o n t h e a r g u m e n t t h a t t h e a c c o u n t s d i d n o t r e p r e s e n t
f i n a n c i a l f a c t s o f l e g a l e n t i t i e s . O r g a n i z e d a c c o u n t i n g p r o f e s s i o n s , w h i l e s o m e w h a t
d i v i d e d , a g r e e d ( H e i n , 1 9 7 8 , p 2 7 4 - 2 7 5 ; E d w a r d s , 1 9 8 0 a , p I 1 3 - 1 1 4 ) . G a r n s e y ( 1 9 2 3 ,
p 5 2 - 5 4 ) p r e f e r r e d t h e m e t h o d b y w h i c h t h e l e g a l b a l a n c e s h e e t o f t h e h o l d i n g
c o m p a n y a n d a s u m m a r y o f a s s e t s a n d l i a b i l i t i e s o f s u b s i d i a r i e s w a s p u b l i s h e d .
D i s a d v a n t a g e s o f t h i s m e t h o d i n c l u d e d
• e f f e c t s o n t h e p o s i t i o n o f a c r e d i t o r o f a s u b s i d i a r y w h o m i g h t b e m i s l e d o f t h e
l e g a l s t a t e o f t h a t c l a i m ,
• t h e l a c k o f u n i f o r m i t y i n t h e c l a s s i f i c a t i o n o f a s s e t s a n d l i a b i l i t i e s , a n d
• t h e v a r i o u s w a y s b y w h i c h a s s e t s c o u l d b e v a l u e d .
L i t t l e h a s c h a n g e d , a s s i m i l a r i s s u e s c o n t i n u e t o b e d e b a t e d ( C l a r k e & D e a n , 1 9 9 3 ;
C l a r k e , D e a n & H o u g h t o n , 2 0 0 2 ) .
A U K r e c e s s i o n i n 1 9 2 6 - 1 9 2 7 c a u s e d d i f f i c u l t i e s f o r U S A e c o n o m y , a s d i d t h e r e -
e s t a b l i s h m e n t o f t h e g o l d s t a n d a r d ( V a l 1 a n c e , 1 9 5 5 , p 8 5 - 8 6 ; S o b e l , 1 9 6 5 , p 2 6 5 ) .
G r e e n a n d M o s s ( 1 9 8 2 , p 6 8 - 7 8 ) s h o w t h e s e d i f f i c u l t i e s e x a c e r b a t e d p r o b l e m s f a c e d
b y m a n a g e m e n t l i k e t h a t o f R M S P . 2 5 2
T h e C o m p a n i e s A c t 1 9 2 8 a n d C o m p a n i e s ( C o n s o l i d a t i o n ) A c t 1 9 2 9 e x p a n d e d t h e
a c c o u n t i n g r e q u i r e m e n t s o f t h e 1 9 0 7 A c t b y s p e c i f y i n g t h e c o n t e n t s o f t h e b a l a n c e
s h e e t a n d i n c l u d i n g t h e f i l i n g a n d t a b l i n g o f a p r o f i t a n d l o s s a c c o u n t ( H a l d a n e , 1 9 7 0 ,
2 5 1 U n t i l t h e n , w h i l e t h o s e g r o u p i n g s w e r e k n o w n , t h e u s e o f c o n s o l i d a t e d f i n a n c i a l s t a t e m e n t s w a s n o t
w i d e s p r e a d ( G a r n s e y , 1 9 2 3 , p 5 9 ; H e i n , 1 9 7 8 , p 2 7 2 - 2 7 3 ) .
2 5 2 E d w a r d s ( 1 9 7 9 , p 2 8 1 ) c o n c l u d e d , ' I t i s c l e a r t h a t i n t h e [ G r e e n e ] C o m m i t t e e ' s v i e w n o t h i n g s h o u l d
b e d o n e t o d i s t u r b t h e e x i s t i n g s t a t e o f t h e l a w , i n t h e a b s e n c e o f a n y m a j o r f i n a n c i a l d i s a s t e r . ' F e w
w o u l d e x p e c t t o s e e a f a i l u r e l i k e R M S P t o o c c u r s o s o o n a f t e r t h e e n a c t m e n t o f t h e n e w C o m p a n i e s
A c t .
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p12; Hein, 1978, p77; p138; p249; Edey 1979, p227-228; Edwards, 1980, p41).253
Management still had considerable scope to obscure in the reports. The various
requirements were most general in nature, as illustrated by some practices found
regarding reporting of liabilities.2
54 This set a trend that would continue until the
1970s in which the legal system endorsed 'accepted best practice' (Evans, 1974, p32).
On one side, the reformers would argue shareholders, creditors and the general public
required information of a set kind to be externally reported. On the other, accountants
as a pressure group would argue that they produced something rather different. As
shown in 4.2.2, May advocated the need to stress the 'limitations of accounts'. In UK,
Garnsey (1928, p50-51) too would stress the limitations of even the best accounts.
They were a combination of conventional and real figures.
255
The collapses of the Hatry group256 and the RMSp,257 with revelations including
dubious use of secret reserves, shocked the City258 and some in USA (Sobel, 1965,
p269). Arguably, Hatry was badly treated in the popular press and by the presiding
judge in his trial (ValIance, 1955, p134-135). While he was certainly one of the
promoters of the time to profit from various rationalizations, it is suggested his
financing (of borrowing needs of city municipalities) and amalgamation (in particular
industries including steel and iron) schemes were reasonable in economic terms and
employed the legal 'parent-and-child' technique (p136-139).
After the withdrawal of promised bank support following the unexpected return of a
Labour government, scrip certificates were used to temporarily 'borrow' funds. This
was risky but it was expected any temporary certificates would be quickly withdrawn
and destroyed (p140-142). Rumours of troubles in the Hatry group of companies
circulated in the City, and an investigation by Garnsey followed, leading to the trial,
conviction and jail sentences (p143-144).
253 However, the effectiveness of the latter was questionable as in some cases management literall
y laid
it on a table at the company meeting, making the information in the statement out of the reach of
most
ordinary shareholders (Hein, 1978, p270).
254 Edwards (1979, p283) cites the following, 'The balance sheet of the Imperial Tobacco Co. Ltd. for
the year to October 1928 included the item, "Creditors, provisions for taxation and bonus to custom
ers,
estimated capital liability under dividend guarantee; amounts set aside for contingencies and to
meet
fluctuations in the value of leaf tobacco stocks, employers' liability, marine and other fu
nds",
Ll4,628,828 .. .'
255 This 'difference' has become known as the expectation gap in corporate financial reporting
and
remains a continuing tension among stakeholders.
256 This had similarities with the Kreuger and Insull sagas.
257 Green & Moss, (1982, p3), 'While not denying the importance of the Royal Mail case in the
development of accountancy and company law, the starting-point of this study was the evidence
that
the inter-war history of the Royal Mail Group was of much wider significance, especially i
n the
development of relations between the City and the government.'
258 Edwards (1979, p286-287), 'Although some dissatisfaction with financial reporting and auditing
practices was expressed, in some quarters, during the period immediately following the passage o
f the
Companies Act 1928, it is unlikely that anyone foresaw a disaster of the magnitude that was soo
n to
befall accounting and the accounting profession. '
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Vallance (1955, pI44-145) felt very sympathetic to Hatry's plight.
259 A more critical
view of Hatry's activities is provided by Manley (1976). He questioned Hatry's
honesty, as under the scheme, financial means were often used to justify ends once
they are achieved 'Financial probity' would vary as business practices change.
26o
The role of lax controls in municipal borrowings was questioned, reform of Local
Authorities legislation quickly following.
Manley (1976, p53) also questioned the promotion of companies with short-lived
aspirations under a 'parent-and-child' scheme - a practice then common. Prices of
such shares were easily manipulated in trading by related companies. Regarding
disclosure requirements of the stock market, Manley (P60) concluded that the case
had minimal influence on disclosure in UK, claiming that a laissez faire philosophy of
disclosure continued to be followed. He criticised the practices of bankers in lending
decisions. Some dealt with attitudes whereby more concern was placed on form
rather than substance of the security offered. This was most obvious in the bankers'
acceptance as security of share certificates which were in reality worthless. Others
dealt with controls within a bank whereby obvious double-counting in terms of
collateral was not detected.
In a spirited response, Walker (1977, p80) questioned the claim of a philosophy of
disclosure in UK statutes pre-1929.2
6 He based his argument on past Committee
findings and provisions of related statutes, including those of the Greene Committee,
concluding disclosure rules in the 1920s were both limited in scope and ineffectual.
Disclosure being seen as more demanding than that in most USA states, few UK
commentators saw much wrong with the then regulation of securities markets.2
62 Both
the Hatry and RMSP collapses provided the required shocks necessary to challenge
attitudes to the state of disclosure in UK.
259 Vallance (1955, pI44-145): 'The system under which Corporation and General Securities acted as
banker (without being a bank) for borrowing municipalities was quite wrong; it was a temptation to
fraud. So was the accepted procedure of issuing temporary scrip certificates which could be us
ed as
collateral for loans. Here an acquisitive society can fairly be said to have "merited its criminals"
. The
use made by Hatry of "unauthorised" scrip was clearly illegal; but whether it was more fraudulent
than
the usage (common in the City) of"finance bills" drawn on itself by the borrowing firm ("pig on pork",
in City parlance) is questionable. The proof of honesty is ability, when the time comes, to pay; and, in
this respect, Hatry had bad fortune... But, once again, it was too late for Clarence Hatry. The "g
od of
fair beginnings" tires of his favourites at sixty-odd.'
260 Manley (1976, p60) concluded, 'Harry's one undoubted ability was that of borrowing. He was no
ebullient confidence trickster. He worked according to the then rules of the financial world (or at least
so close to them that the other players were unable or perhaps unwilling to perceive the 'grey are
as' in
between. As we have seen, the 'rules' or criteria for financial dealing were insufficiently pr
ecise.
However, whatever criteria were and even now are set, a man sufficiently plausible, appar
ently
successful and above all bringing good business, will, it seems, be allowed to fashion grey areas
of his
own.'
261 Instead, he suggested, 'A more plausible interpretation is that the legislature resisted demand
s for
fuller corporate accountability and was sympathetic towards appeals for business privacy.'
262 Indeed, Walker (1977, p80) cites the self-satisfaction felt in UK after Ripley's comments on
disclosure in USA met earlier.
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W a l k e r ( 1 9 7 7 , p 8 1 ) f o u n d t h a t l i t t l e a t t e n t i o n w a s d i r e c t e d a t t h e s c o p e o r q u a l i t y o f
f i n a n c i a l i n f o r m a t i o n ( e s p e c i a l l y o f c o r p o r a t e g r o u p s ) t o b e r e p o r t e d . I n s t e a d , r e l i a n c e
w o u l d b e p l a c e d o n t h e w o r k o f q u a l i f i e d a c c o u n t a n t s a n d a u d i t o r s .
B y 1 9 2 9 , t h e d i f f i c u l t i e s m e t b y f i n a n c i a l i n s t i t u t i o n s i n t h e n e e d t o r a t i o n a l i z e a n d
m o d e r n i z e U K e c o n o m i c i n f r a s t r u c t u r e b e c a m e o f g r a v e c o n c e r n ( G r e e n & M o s s ,
1 9 8 2 , p 9 1 1 ' R u m o u r s o f d i f f i c u l t i e s i n R M S P g r o u p b e g a n j u s t a f t e r t h e H a t r y
c o l l a p s e . "
T h e b u s i n e s s a n d r e l a t e d a c c o u n t i n g p r a c t i c e s w i t h i n t h e g r o u p w e r e s e e n t o b e
q u e s t i o n a b l e , e s p e c i a l l y t h e i n t e r - g r o u p - c o m p a n y s h a r e h o l d i n g s a n d t h e o v e r -
v a l u a t i o n o f l o n g t e r m a s s e t s . A s f o u n d i n v a r i o u s u n s u s t a i n a b l e e n t e r p r i s e s , p r a c t i c e s
l i k e t h e s e m a y a n d c a n b e u s e d t o r e p o r t a p p a r e n t s u s t a i n a b i l i t y , p r o v i d e d t h e r e i s
a c c e s s t o n e w m o n e y . U n f o r t u n a t e l y f o r R M S P , i t f a c e d l i q u i d i t y p r o b l e m s ( G r e e n &
M o s s , 1 9 8 2 , p 9 3 - 1 0 3 ) .
I t w a s c h a r g e d / ' " t h a t t h e m a n a g i n g d i r e c t o r , L o r d K y l s a n t , h a d ( w i t h t h e p a r t n e r o f
P r i c e W a t e r h o u s e & C o , M o r l a n d , a i d i n g a n d a b e t t i n g ) , d e c e i v e d s h a r e h o l d e r s o f
R M S P b y p u b l i s h i n g a n n u a l r e p o r t s i n 1 9 2 7 a n d 1 9 2 8 w h i c h w e r e f a l s e i n a m a t e r i a l
p a r t i c u l a r . A s w e l l , K y l s a n t , w i t h o u t M o r l a n d ' s p a r t i c i p a t i o n , h a d p u b l i s h e d a f a l s e
p r o s p e c t u s i n 1 9 2 8 i n v i t i n g t h e p u b l i c t o s u b s c r i b e t o a n i s s u e o f d e b e n t u r e s t o c k
( V a l i a n c e , 1 9 5 5 , p I 4 6 _ 1 4 7 ) . 2 6 5
T h e s e c r i m i n a l p r o s e c u t i o n s w e r e t a k e n w i t h s o m e m i s g i v i n g s . R e v i v i n g a r g u m e n t s i n
t h e W h i t t a k e r W r i g h t c a s e ( r e c a l l 3 . 2 . 1 ) , t o s o m e , t h e a l l e g e d f r a u d l a c k e d a m o t i v e ,
e s p e c i a l l y o f p e r s o n a l g a i n . I n s t e a d , e x a m i n a t i o n w o u l d b e m a d e o f t h e f i n a n c i a l
a d m i n i s t r a t i o n o f , a n d r e p o r t i n g b y , R M S P s i n c e 1 9 2 0 . T h e c r u x o f t h e m a t t e r h e r e
w a s t h e u s e o f ' s p e c i a l c r e d i t s ' . 2 6 6 T h e i r l e g i t i m a c y w a s q u e s t i o n e d a s t h e y w e r e
p e r h a p s u s e d t o d e c e i v e b o t h a c t u a l a n d p o t e n t i a l s h a r e h o l d e r s ( V a l i a n c e , p 1 4 7 - 1 4 9 ) .
T h e a i m o f t h e r e p o r t i n g a d o p t e d w a s t o e v e n o u t t h e l e a n a n d f a t p e r i o d s . A s
e v i d e n c e t o t h e G r e e n e C o m m i t t e e s u p r a s h o w s , b u s i n e s s i n g e n e r a l a n d a c c o u n t a n t s
i n p a r t i c u l a r h a d n o o b j e c t i o n s t o u s i n g ' s e c r e t r e s e r v e s ' i n t h a t w a y . H o w e v e r , s o m e
2 6 3 G r e e n & M o s s ( 1 9 8 2 , p 9 2 ) c o m m e n t , ' T h e H a t r y c o l l a p s e h a d e x a c e r b a t e d t h e a l r e a d y d e t e r i o r a t i n g
p o s i t i o n o f s t e r l i n g , l e a d i n g t o a n i n c r e a s e i n t h e B a n k R a t e . . . N e i t h e r t h e g o v e r n m e n t n o r t h e C i t y
c o u l d a f f o r d a n o t h e r p u b l i c c o m m e r c i a l s c a n d a l . T o h a v e b e e n f o r c e d o f f t h e g o l d s t a n d a r d d u r i n g a
c r i s i s w o u l d h a v e a l m o s t c e r t a i n l y r e s u l t e d i n t h e c o l l a p s e o f c o n f i d e n c e . . . '
2 6 4 D e t a i l s o f t h e c h a r g e s , c o u r t c a s e a n d a f t e r m a t h a r e f u r t h e r d i s c u s s e d i n B r o o k s ( 1 9 3 3 ) a n d G r e e n &
M o s s ( 1 9 8 2 , p I 3 9 - 1 4 4 ) .
2 6 5 C h a r g e s w e r e l a i d u n d e r t h e 1 8 6 1 L a r c e n y A c t .
2 6 6 T h e s e ' s p e c i a l c r e d i t s ' h a d a r i s e n f r o m v a r i o u s s o u r c e s . O n e w a s f r o m b o n u s e s f r o m r e l a t e d
c o m p a n i e s w i t h l a r g e a c c u m u l a t e d p r o f i t s , i n c l u d i n g t h o s e f r o m s a l e o f s t e a m s h i p s a n d r e t u r n s f r o m
i n s u r a n c e c l a i m s o n s u n k e n s h i p s . A s e c o n d w a s t h e d i s t r i b u t i o n f r o m t h e v o l u n t a r y l i q u i d a t i o n o f a
r e l a t e d c o m p a n y . T h e p r o s e c u t i o n a r g u e d b o t h t h e s e s o u r c e s w e r e n o n - r e c u r r i n g w i n d f a l l s w h i l e t h e
a d m i n i s t r a t i o n h a d r e p o r t e d t h e m a s a r e s e r v e . A t h i r d d e a l t w i t h t h e p r o v i s i o n f o r t a x l i a b i l i t i e s . R M S P
w a s e x p e c t e d t o p a y E x c e s s P r o f i t s D u t y , b u t t h e g o v e r n m e n t g a v e s h i p p i n g c o m p a n i e s a s p e c i a l
o b s o l e s c e n c e a l l o w a n c e i n r e p l a c i n g w a r l o s s e s o f s h i p s . S u c h c r e d i t s w o u l d b e g r a d u a l l y t a k e n b a c k
i n t o p r o f i t a n d l o s s o v e r t i m e ( V a l i a n c e , p 1 4 9 - 1 5 0 ) .
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d i s q u i e t w a s o b v i o u s a t R M S P , a s ' p r o f i t f o r t h e y e a r ' w a s n o w t e r m e d ' b a l a n c e f o r
t h e y e a r ' . L a t e r , t h e q u a l i f y i n g o m n i b u s p h r a s e ' i n c l u d i n g a d j u s t m e n t o f t a x a t i o n
r e s e r v e s ' w a s a d d e d . T h i s w a s a t t h e i n s i s t e n c e o f t h e a c c o u n t a n t , M o r l a n d . O t h e r
a c c o u n t a n t s a s e x p e r t w i t n e s s e s w o u l d c o n c u r w i t h t h a t w o r d i n g a s b e i n g i n l i n e w i t h
c u r r e n t p r a c t i c e . T h e d e f e n d a n t s w e r e f o u n d n o t g u i l t y o n t h e c h a r g e s r e l a t i n g t o t h e
a c c o u n t s . i ' " b u t i n t e r e s t i n g l y , K y l s a n t w a s f o u n d g u i l t y r e g a r d i n g t h e p r o s p e c t u s
c h a r g e ( V a l i a n c e , p 1 5 0 - 1 5 2 ) .
T h e l e g a l r e q u i r e m e n t s r e g a r d i n g d i s c l o s u r e i n a n n u a l r e p o r t s ( a n d p r o s p e c t u s e s ) w e r e
t i g h t e n e d f o l l o w i n g t h e s e c a s e s . H o w e v e r , t h e d o m i n a n c e o f m a n a g e m e n t i n
( e s p e c i a l l y l a r g e ) c o m p a n i e s w a s n o t e d . V a l i a n c e ( 1 9 5 5 , p 1 5 3 _ l 5 4 ) 2 6 8 c o n c l u d e d
i s s u e s t o c o m e f r o m t h e R M S P c o l l a p s e i n c l u d e d :
• t h e d i v o r c e o f o w n e r s h i p f r o m m a n a g e m e n t ,
• t h e n o w p o w e r f u l r o l e o f m a n a g e m e n t ,
• p r a c t i c e s l i k e i n t e r l o c k i n g i n v e s t m e n t s , g r o u p f i n a n c e a n d t h e r e p o r t i n g o f
p r o f i t , 2 6 9
• p o t e n t i a l a b u s e s u n d e r t h i s m a n a g e r i a l s y s t e m , a n d
• s i m i l a r i t i e s t o t h e K r e u g e r c o l l a p s e ( r e c a l l 4 . 2 ) .
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2 6 7 H o w e v e r , E d w a r d s ( 1 9 7 9 , p 2 8 7 ) c a u t i o n s , ' B o t h t h e g e n e r a l p u b l i c a n d a c c o u n t a n t s w e r e r e m i n d e d
o f t h e f u n c t i o n a l n a t u r e o f a c c o u n t i n g r e p o r t s b y t h e f i n a n c i a l c o l l a p s e o f t h e R M S P C o . T h e d e m e r i t s
o f s e c r e t r e s e r v e s w e r e e x p o s e d a s t h e r e s u l t o f t h e f a i l u r e o f t h e a c c o u n t s o f t h i s c o m p a n y t o p r o v i d e
a n y i n d i c a t i o n o f i m p e n d i n g f i n a n c i a l d i s a s t e r . T h e f a c t t h a t t h e a c c o u n t s w e r e a u d i t e d b y a f i r m w i t h
a n i n t e r n a t i o n a l r e p u t a t i o n a s l e a d e r s i n t h e i r p r o f e s s i o n , a n d a p p a r e n t l y p r e p a r e d i n a c c o r d a n c e w i t h
n o r m a l a c c o u n t i n g p r a c t i c e , m e r e l y s e r v e d t o e m p h a s i s e t h e e n o r m i t y o f t h e l e s s o n w h i c h h a d t o b e
l e a r n e d . '
2 6 ' V a l l a n c e ( 1 9 5 5 , p I 5 3 - 1 5 4 ) ; ' M y p o i n t i s t h a t , t h o u g h t h e y w e r e a c q u i t t e d o f b r e a k i n g t h e l a w i n
r e s p e c t o f t h e a c c o u n t s , L o r d K y l s a n t a n d M r . M o r l a n d g a v e a ( s t i l l p e r t i n e n t ) i l l u s t r a t i o n o f t h e e x t e n t
t o w h i c h m a n a g e m e n t , d i v o r c e d f r o m o w n e r s h i p i n a h i g h l y d e v e l o p e d p h a s e o f c a p i t a l i s t e n t e r p r i s e ,
c l a i m s t h e r i g h t t o a c t w i t h t h e f r e e d o m o f a d i c t a t o r s h i p - a c t i o n f a c i l i t a t e d b y i n t e r l o c k i n g
i n v e s t m e n t s , " g r o u p f i n a n c e " a n d t h e c o m m o n - f o r m d e c l a r a t i o n o f a n e n c y c l o p a e d i c ( a l m o s t
m e a n i n g l e s s ) f i g u r e o f " p r o f i t s " a f t e r a l l m a n n e r o f a d j u s t m e n t s h a v e b e e n m a d e . . .
P u t i t i n t h e m o s t f a v o u r a b l e l i g h t . D i r e c t o r s m a y h o n e s t l y b e t o r n b e t w e e n t h e i r r e s p o n s i b i l i t i e s t o
s h a r e h o l d e r s ( w h o s e a p p e t i t e f o r h i g h d i v i d e n d s c o u l d b e c o m e i n o r d i n a t e , i f t h e f u l l e x t e n t o f r e s e r v e s
w e r e d i s c l o s e d ) a n d l o y a l t y t o a c o m p a n y w h o s e t r u e i n t e r e s t s ( t h e y m a y l e g i t i m a t e l y c o n c e i v e ) r e q u i r e
c a r e f u l h u s b a n d i n g o f r e s o u r c e s . I n u n s c r u p u l o u s h a n d s , t h e m a n a g e r i a l s y s t e m w h i c h w a s o n t r i a l a t
t h e O l d B a i l e y , t h a t J u l y , c o u l d - a n d s t i l l c a n . . . - l e a d t o a b u s e s . H o w " i n t o l e r a b l e " s u c h a b u s e s c o u l d
b e c o m e , w a s t o b e i l l u s t r a t e d s o o n b y t h e r e v e l a t i o n s w h i c h f o l l o w e d I v a r K r e u g e r ' s [ w o r l d - w i d e ]
c r a s h , b a r e l y n i n e m o n t h s l a t e r . '
2 6 9 E d w a r d s ( 1 9 7 9 , p 2 8 8 ) a d d s , ' M e a n w h i l e , h o w e v e r , p u b l i c c o n f i d e n c e h a d t o b e r e t a i n e d a n d t h i s
r e s u l t e d i n K y l s a n t e x t e n d i n g h i s f i n a n c i a l i n g e n u i t y t o t h e d e v e l o p m e n t o f d a n g e r o u s a n d m i s l e a d i n g
r e p o r t i n g p r a c t i c e s . . . . H e r e g a r d e d a c c o u n t a n c y a s a m e a n s o f d e c e p t i o n r a t h e r t h a n c o m m u n i c a t i o n . '
2 7 0 A t a m o r e g e n e r a l l e v e l , G r e e n & M o s s ( 1 9 8 2 , p 2 0 5 ) c o n c l u d e , ' T h e r o o t o f [ R M S P ' s ] d i f f i c u l t i e s ,
i n c o m m o n w i t h m o s t o f B r i t i s h i n d u s t r y , l a y i n t h e F i r s t W o r l d W a r , w h e n t h e t r a d i n g p a t t e r n s o f t h e
p r e v i o u s f i f t y y e a r s w e r e s h a t t e r e d . A l t h o u g h c o m p e t i t i o n h a d b e e n i n c r e a s i n g b e f o r e t h e w a r , i t h a d
b e e n c o u n t e r e d b y m e r g e r s b e t w e e n s h i p p i n g c o m p a n i e s a n d b y i n t e g r a t i o n w i t h s h i p b u i l d i n g ,
s h i p b r o k i n g , c o a l i n g a n d o t h e r s e r v i c e s a n c i l l a r y t o s h i p o w n i n g . T h e w a r t i m e g r o w t h i n w o r l d t o n n a g e
- t h e e m e r g e n c e o f t h e U S A a n d J a p a n a s i m p o r t a n t s h i p p i n g n a t i o n s , t h e e n f o r c e d r e t r e a t o f B r i t i s h
o w n e r s f r o m s o m e m a r k e t s , a n d t h e s u s p e n s i o n o f t h e c o n f e r e n c e s y s t e m - m a d e t h e p o s t - w a r o u t l o o k
b l e a k . '
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The collapse gave impetus to changes in company law (Edwards, 1979, p289; Green
& Moss, 1982, p212) and in the accounting profession (Edwards, 1979, p289-290;
Green & Moss, 1982, p213). These followed a re-assessment of the secrecy/publicity
dilemma. Some in the profession argued shareholders be given full disclosure - well
in excess of legislative requirements - to prevent such excesses. However, it would
take time to change attitudes. The profession would take action in 1942 to establish
related committees (Noguchi & Edwards, 2004) and the government generally, would
accept that matters of accounting were best left to accountants, as seen in the work of
the 1945 Cohen Committee (Edwards, 1979, p290-295; Nobes & Parker, 1979, p199).
An interesting aside from the mainly financial-type discussion is the suggestion that
the case also reflected 'strong non-commercial considerations, usually in the shape of
political or social conjectures but also in the form of official economic policy' (Green
& Moss, 1982, p214-215). Formal reporting of non-financial information was
gradually being established.
4.2.2 Accounting interactions
Between 1922 and 1930, the work of the Committee on Accounting Terminology
(CAT) was regularly reported in the Journal of Accountancy (see for illustrations
Mucklow, 1922; 1923). Carming (1929, p9-10, p12-13, p54-55) was one who was
especially critical of accounting terminology. Mucklow (1921, p479, emphasis
added), the original editor, introduced CAT to readers. It was plarmed to work thus:
... the preparation of a preliminary list of words and expressions to be defined.
This will be gathered from actual practice and from the general accounting
literature.... This preliminary list being prepared, the committee proposes to
select some ofthe expressions which are in daily use, such as: assets, liabilities ...
and to define these in all their varieties....
The committee will collect the best existing definitions for each one of these
expressions, and will decide upon the particular definition which appeals to the
committee as a whole...
Work here had been reported in the practitioner journal since 1909. The CAT would
formalise that work and provide to users authoritative criteria to resolve problems of
interpretation. A series of themes may be inferred from Mucklow's laments.
m Some
issues are of an institutional type. These include,
271 Mucklow (I928, P152-153, emphasis added), was later to lament (possibly with tongue in cheek),
'It is now over six years since, in the exuberance of comparative youthfulness, 1 interrupte
d the
proceedings and suggested at the annual meeting of the American Institute of Accountants that
those
whose duties consist so largely in drawing, through narrative and statements, accurate descripti
ons of
the condition of various enterprises, the matter of terminology was worthy of more consideratio
n than
it had then received.
'The suggestion met with no opposition and, in accordance with custom, the president retaliated
upon
the interrupted by appointing him as chairman of the committee on terminology ....
'The committee itself expected to compose the definitions as used in our profession, to pr
ovoke
discussion thereon and also to quote from the best available authorities, whose definitions wo
uld be
included as a matter of convenience, giving the names ofthe various authorities ....
'The committee ... members labor over their definitions, which are drawn, submitted and re-subm
itted,
and then they let them go out to the world where they meet with silence - complete and continuou
s.
'Now, no one who attempts to keep abreast of accountancy and the current literature relating to
it can
have failed to notice the frequent cry that the terminology ofaccountancy is indefinite, is uncerta
in and
that there is no recognized authority. The cry comes from accountants, from bankers,
from
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( i ) d e f i n i t i o n s f r o m a c t u a l p r a c t i c e ;
( i i ) d e f i n i t i o n s f r o m t h e g e n e r a l a c c o u n t i n g l i t e r a t u r e ;
( i i i ) t h e p o l i t i c a l c o s t f a c e d b y y o u t h f u l e x u b e r a n c e f o r s u g g e s t i n g
i m p r o v e m e n t s i n t e r m i n o l o g y u s e d ;
( i v ) t h e p o l i t i c a l r e v e n g e o f t h e ' e s t a b l i s h m e n t ' o n t h e y o u n g b y a p p o i n t i n g
t h e m t o a n e w l y e s t a b l i s h e d c o m m i t t e e o n t e r m i n o l o g y ;
( v ) t h e n e e d f o r a d u e p r o c e s s f o r t h e a c c e p t a n c e o r o t h e r w i s e o f t h e
t e r m i n o l o g y ;
( v i ) p r e p a r a t i o n f o r a l a c k o f r e s p o n s e o r c r i t i c i s m f r o m p r a c t i t i o n e r s a n d u s e r s .
A l l m a y b e s e e n a s o f p r o f e s s i o n a l c o n c e r n , b e i n g o f d i r e c t c o n c e r n t o ( a n d p o s s i b l y
c o n t r o l l e d b y ) t h e a c c o u n t i n g p r o f e s s i o n . T h e f i f t h m a y a l s o b e s e e n a s o f a n
i n f r a s t r u c t u r e t y p e w h e r e b y d u e p r o c e s s i s f o u n d .
T h e s e t h e m e s , w h i l e i m p o r t a n t a t o n e l e v e l o f a r g u m e n t , w e r e n o t o f d i r e c t i n t e r e s t i n
t h e d e v e l o p m e n t o f C o C o A .
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O t h e r s , h o w e v e r , w e r e t o C h a m b e r s . T h e s e c o n c e r n e d
i s s u e s o f t h e i n f o r m a t i o n a n d i t s q u a l i t y :
( v i i ) w h e t h e r t h e s t a t e m e n t s a c c u r a t e l y d e s c r i b e d t h e c o n d i t i o n o f a n e n t e r p r i s e ;
( v i i i ) w h e t h e r a u t h o r i t y w a s t o b e p r o v i d e d b y p r o f e s s i o n a l u s e a n d s a n c t i o n
o n l y ;
( i x ) w h e t h e r i n p u t w a s t o b e p r o v i d e d b y o t h e r u s e r s o f t h e a c c o u n t i n g .
T h e w o r k d o n e o n d e f i n i t i o n s
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w a s r e c y c l e d o v e r t i m e . V a r i o u s i s s u e s a r o s e .
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O n e
w a s t h e d e f i n i t i o n o f a c c o u n t i n g . I n t h e 1 9 2 0 s , e v e n a c a d e m i c t h e o r i s t s l i k e P a t o n
e x e c u t i v e s , f r o m i n s t r u c t o r s , n o t o n l y f r o m a l l t h e f o u r q u a r t e r s o f t h e U n i t e d S t a t e s , b u t f r o m C a n a d a
a n d f r o m B r i t a i n .
' T o a l l s u c h t h e c o m m i t t e e h a s b e e n s p e a k i n g , b u t a p p a r e n t l y h a s b e e n c a s t i n g b r e a d u p o n t h e w a t e r s ,
a n d i s l i k e l y t o b e b u r i e d i t s e l f b e f o r e t h e y h a v e p a s s e d t h e m a n y d a y s r e q u i r e d f o r a r e t u r n o r a
r e s p o n s e .
' I b e l i e v e i t i s a f a c t t h a t d u r i n g a l l t h e y e a r s o f i t s e x i s t e n c e , o n e c a n c o u n t o n t h e f i n g e r s o f o n e h a n d
a l l t h e c r i t i c i s m s o r s u g g e s t i o n s w h i c h h a v e b e e n r e c e i v e d a s a r e s u l t o f i t s e f f o r t s . . . .
' T h i s l e a d s a t o n c e t o o u r d i f f i c u l t y . . . . I s i t t e r m i n o l o g i c a l l y e x a c t t o s a y w e a r e s p e a k i n g " o v e r " t h e a i r
o r a r e w e f o r c e d t o b e l i e v e t h a t w e a r e m e r e l y s p e a k i n g " t o " t h e a i r ?
' T h e r e p l y r e s t s w i t h t h e r e a d e r s , a n d e s p e c i a l l y w i t h t h o s e r e a d e r s w h o a r e a l s o w r i t e r s a n d h a v e
l a m e n t e d t h e p a s t c o n d i t i o n o f t e r m i n o l o g y , b u t f o r m y o w n p a r t I s h o u l d m u c h l i k e t o k n o w w h i c h
e x p r e s s i o n i s c o r r e c t . '
2 7 2 F o r i n s t a n c e , o f n o d i r e c t c o n c e r n w o u l d b e W a l t o n ' s ( 1 9 0 8 - 9 , p 4 5 2 ) s u g g e s t i o n t h a t t e r m i n o l o g y
p r o b l e m s m i g h t b e r e s o l v e d b y a n ' a c c o u n t i n g c o u r t ' . H e w r i t e s , ' O n e o f t h e u n f o r t u n a t e t h i n g s a b o u t
t h e p r o f e s s i o n o f a c c o u n t a n c y i s t h e a b s e n c e o f a n y s u p r e m e t r i b u n a l w h i c h c a n p a s s o n q u e s t i o n s
a b o u t w h i c h t h e r e i s a n h o n e s t d i f f e r e n c e o f o p i n i o n , a n d c a n r e n d e r a d e c i s i o n w h i c h w i l l b e b i n d i n g
u p o n i n d i v i d u a l p r a c t i t i o n e r s . . .
' I n n o t h i n g i s t h i s l a c k m o r e c l e a r l y s e e n t h a n i n t h e d e f i n i t i o n s o f t h e t e r m s i n c o n s t a n t u s e b y
a c c o u n t a n t s . W h e r e t h e s e t e r m s o r i g i n a t e d i t i s o f t e n i m p o s s i b l e t o a s c e r t a i n , a n d i t i s o f t e n d i f f i c u l t t o
e x p l a i n t h e r e a s o n f o r t h e i r u s e i n t h e p a r t i c u l a r s e n s e t h a t h a s b e e n g i v e n t o t h e m . ' S o m e l O O y e a r s
l a t e r , i n A u s t r a l i a t h e F i n a n c i a l R e p o r t i n g C o u n c i l h a s b e c o m e a s i m i l a r ' s u p r e m e t r i b u n a l ' .
2 7 3 W i t h h i n d s i g h t , a c o n s e q u e n c e o f t h e u s e o f t h e t e r m ' d e f i n i t i o n ' i t s e l f l e a d s t o c o n f u s i o n . L e o n a r d
( 1 9 5 7 , p 2 7 1 ) h a s s u g g e s t e d t h a t a s m a n y a s s e v e n t y - t w o d i f f e r e n t t y p e s o f d e f i n i t i o n e x i s t .
2 7 4 K o h l e r ( 1 9 2 9 , p 1 9 2 ) c o m m e n t e d t h a t ' L a t e l y [ C A T ] h a s b e e n a t t e m p t i n g t o c o l l e c t t o g e t h e r t h e
m e a n i n g s o f w o r d s c o m m o n l y e m p l o y e d b y t h e p r o f e s s i o n . D e f i n i t i o n s , h o w e v e r , t h e y d o n o t a p p e a r t o
b e . '
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(1922, p3) argued strongly against275 an attempt to define 'accounting' precisely,
preferring from an analysis of the broad subject - accounting - the development of the
definition.i" Certainly, the complexity of interpersonal and organisational
relationships and the multitude of transactions made the preparation of an exhaustive
list of transactions to be included and their methods of inclusion in accounting
impractical.I" The sheer length of this detailed list of rules would confirm this
conclusion.
In 1931, works on terminology were published in book form and titled Accounting
Terminology (Zeff, 1979, p208). The Introduction made clear any definitions were
tentative and in no sense an official pronouncement of the Institute. Criticism
emerged that the work was simply a collection of meanings of words commonly used
by those in the profession and not definitions of the key concepts used in the
information presented in balance sheets and income accounts.
The debate about which meaning - technical or vernacular or something within that
range - made more evident the financial reporting expectation gap. Chambers would
be later criticized for the approach he adopted of not using a technical type
terminology" in providing ex If.0st evidence to support his developed CoCoA.
Chambers remained unconvinced. 79
Others voiced criticisms of what constituted the reality from which definitions were
abstracted. For instance, in his writings, Ripley (1926) continually stressed the
artificial nature of the corporate form of organization from which accounting reports
were sought. He argued that while, for purposes of reasoning and analysis, a
corporation could be seen as completely distinguishable from its members, this way
of thinking led to various abuses of power. These included,
275 Attempts were made to impose industry-wide regulations at that time, but it seemed to Gundelf
inger
(1925, p334) a futile exercise. In a section on 'The Structure of the Balance-Sheet', he writes, 'Another
source of uncertainty is found in the looseness and vagueness of terminology. Much has already
been
accomplished toward the attainment of uniformity by the action of the Interstate Comm
erce
Commission in prescribing a certain nomenclature in railroad accounting. But the task seems a
lmost
hopeless.'
276 Paton (1922, p3): 'It is always difficult to frame a useful definition for a broad subject. Precise
definitions are likely to be inadequate at best, and are often positively misleading. It is doubtless
often
better to permit the entire exposition to build what definition it may make in the reader's mind th
an to
attempt to formulate the essence of the matter in a few words. Accordingly no effort will be ma
de to
present a satisfactory characterization of accounting in a single statement.'
277 It might be, given the developments in information technology, possible to hypothesise whethe
r this
might become more probable as time elapses.
278 Stamp (1983, p12I) argued, ' ... the questions in Chambers' survey were deliberately not couched in
terms specific to corporate business. This was done not only because of his belief that this w
ould
enhance the generality of conclusions, but also because Chambers believes that personal
and
commercial affairs are substantially similar in style and object. Thus he believes that the responses to
questions dealing with personal affairs can be used to draw valid conclusions about accou
nting
standard setting for large public companies.'
279 Chambers et al, (1987, pI), 'It is not unreasonable to conclude that the accounting for private
persons, firms, and business corporations should be similar.'
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• m a n i p u l a t i o n s o f v o t i n g r i g h t s ,
• c o n c e n t r a t i o n o f p o w e r b y t h e u s e o f h o l d i n g c o m p a n i e s a n d r e l a t e d m e r g e r s
a n d t a k e o v e r s ,
• d i s e n f r a n c h i s e m e n t o f s o m e c l a s s e s o f s h a r e h o l d e r s , a n d
• h o l d i n g o f a n n u a l m e e t i n g s i n i n a c c e s s i b l e p l a c e s .
R e m a r k a b l e r e s o n a n c e w i t h t h e s e c r i t i c i s m s r e m a i n s s o m e e i g h t d e c a d e s l a t e r . S o m e ,
s u c h a s t h e m e e t i n g s m a t t e r s h a v e b e e n a d d r e s s e d ; o t h e r s r e m a i n .
R i p l e y a r g u e d t h e t e s t t o b e u s e d w a s w h e t h e r a p a r t i c u l a r p r a c t i c e w a s p u t i n p l a c e t o
p r o m o t e t h e i n t e r e s t s o f s t a k e h o l d e r s a s a w h o l e a s o p p o s e d t o p r o m o t e s i m p l y s o m e
p r i v a t e i n t e r e s t s o f s a y m a n a g e m e n t o r a p a r t i c u l a r g r o u p o f s h a r e h o l d e r s . H e s a w
t h e s a f e g u a r d a g a i n s t p o t e n t i a l a n d a c t u a l m i s u s e a s b e i n g ' p u b l i c i t y , 2 8 0 - i n c l u d i n g
p u b l i s h e d a n n u a l r e p o r t s w h i c h i n t u r n i n c l u d e d f i n a n c i a l s t a t e m e n t s . I n d i s c u s s i n g
t h e q u a l i t y i n f o r m a t i o n n e e d e d , h e r e i n t r o d u c e d a n a n a l o g y h o t l y d e b a t e d o v e r t i m e .
N o o n e ( 1 9 1 0 , p 2 4 1 ) 2 8 1 a n d B e n t l e y ( 1 9 1 1 , p 5 0 ) 2 8 2 h a d c l a i m e d a b a l a n c e s h e e t a s a
s n a p s h o t o r p i c t u r e o f f i n a n c i a l c o n d i t i o n .
m
R i p l e y ( 1 9 2 6 , p 1 7 1 ) t o o c l a i m e d t h a t t h e b a l a n c e s h e e t , i n d i s c l o s i n g t h e c o n d i t i o n o f
t h e c o m p a n y a t a p o i n t i n t i m e , p r o v i d e d a n i n s t a n t a n e o u s p h o t o g r a p h o f t h a t
c o n d i t i o n . i " T h e i n c o m e a c c o u n t s h o w e d t h e c o u r s e o f a f f a i r s o v e r a p e r i o d o f t i m e
a n d b o t h w e r e e s s e n t i a l f o r a c o m p l e t e a c c o u n t a b i l i t y .
R a t h e r s u r p r i s i n g l y , g i v e n h i s a c c e p t a n c e o f t h e ' a r t ' o f c o n v e n t i o n a l a c c o u n t i n g
r a t h e r t h a n t h e ' s c i e n t i f i c ' a p p r o a c h o f C h a m b e r s . i " L i t t l e t o n ( 1 9 3 3 , p 1 6 1 ) a l s o u s e d
a p h o t o g r a p h i c f i l m a n a l o g y f o r m o v e m e n t s o v e r t i m e . ( H e r e i t i s o f a t o b o g g a n o n a
s l i d e ) . H o w e v e r , h e d o e s s u g g e s t t h a t a ' c u t t i n g a n d e d i t i n g a n d r e a s s e m b l y ' i s
r e q u i r e d - m o r e a l o n g t h e l i n e o f a r g u m e n t o f M a y ( 1 9 3 6 , p 4 9 . f . 1 ) , w h o w a s a t o d d s
w i t h s u c h a d e s c r i p t i o n o f a b a l a n c e s h e e t . I n s t e a d h e a r g u e d t h a t t h e g e n e r a l p u b l i c
m u s t u n d e r s t a n d t h a t a b a l a n c e s h e e t s h o u l d b e v i e w e d a s a n i n s t a n t a n e o u s p i c t u r e
o n l y i n p a r t , a s s o m e p a r t s w e r e h i s t o r i c a l a n d o t h e r s p u r e l y c o n v e n t i o n a l .
2 8 0 T h e s e d a y s i t w o u l d b e t e r m e d ' d i s c l o s u r e ' o r ' t r a n s p a r e n c y ' .
2 8 1 N o o n e ( 1 9 1 0 , p 2 4 1 ) , ' I t i s t h e f u n c t i o n o f a b a l a n c e s h e e t t o d i s c l o s e t h e t r u e f i n a n c i a l c o n d i t i o n o f a
b u s i n e s s e n t e r p r i s e a s o f a p a r t i c u l a r m o m e n t o f t i m e . I t s h o u l d b e a s n a p s h o t . '
2 8 2 B e n t l e y ( 1 9 1 1 , p 5 0 ) , ' A b a l a n c e s h e e t i s a s t a t e m e n t o f t h e a s s e t s , l i a b i l i t i e s a n d n e t w o r t h o f a
b u s i n e s s a t a p a r t i c u l a r t i m e . . . a p i c t u r e o f t h e f i n a n c i a l c o n d i t i o n o f a b u s i n e s s . . . . '
2 8 3 T h e s e r e f e r e n c e s w e r e f o u n d v i a C h a m b e r s ( 1 9 9 5 ) . P e r h a p s r a t h e r s u r p r i s i n g l y , G a r n s e y ( 1 9 2 8 , p 3 6 -
3 7 ) w o u l d u s e t h e s a m e a n a l o g y .
2 8 4 M e r i n o & C o e ( 1 9 7 8 , p 6 6 ) , ' T h e p r o f e s s i o n h a d b e e n g e n u i n e l y s h o c k e d , i f n o t h o r r i f i e d , b y
R i p l e y ' s a s s e r t i o n i n t h e t w e n t i e s t h a t t h e " b a l a n c e s h e e t i s a n i n s t a n t a n e o u s p h o t o g r a p h o f t h e
c o n d i t i o n o f a c o m p a n y " . ' R a t h e r i t w a s s u g g e s t e d t h a t t h e u s e o f o p i n i o n a n d j u d g m e n t ( M o n t g o m e r y ,
1 9 2 7 , p 2 5 3 ) m a d e t h e c l a i m a b s u r d .
2 8 5 I n t h e 1 9 5 0 s , a s p i r i t e d d e b a t e o c c u r r e d b e t w e e n L i t t l e t o n ( 1 9 5 6 ) a n d C h a m b e r s ( 1 9 5 7 ) o n t h i s
m a t t e r . F u r t h e r d i s c u s s i o n i s f o u n d i n S t a u n t o n ( 1 9 7 9 , p i l i & 1 9 8 2 , p i 0 - 1 1 ) a n d t h e C o l l e c t i o n ( U S A
P 2 0 2 , B o x 2 4 , # 8 3 7 1 ) .
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T h e p h r a s e ' c o n v e n t i o n a l ' - a s i t l i t e r a l l y s u g g e s t s - l e a d s t o t h e i n f e r e n c e t h a t t h e
c o n d u c t o f o n e p e r s o n o r b o d y i n r e g a r d s t o a n o t h e r f o l l o w s d e v e l o p e d a n d s e t
c o n v e n t i o n s w h i c h a r e k n o w n t o a l 1 .
2 8 6
T h u s i n b u s i n e s s , a s a r g u e d b y b u s i n e s s m e n
l i k e J P e a r l i e r ( 3 . 2 ) , q u a l i t i e s l i k e ' c h a r a c t e r ' a n d t h e l i k e w e r e p a r a m o u n t . M a y
f o l l o w e d a s i m i l a r l i n e o f r e a s o n i n g ( 1 9 3 6 , p I 2 ) , ' . . . t h e a c c o u n t a n t m u s t b e a m a n o f
h i g h c h a r a c t e r . . . ' R e f e r e n c e ( p I S a n d p 2 3 ) i s m a d e t o t h e ' h i g h - m i n d e d
a c c o u n t a n t . , 2 8 7
R i p l e y w o u l d h a v e n o p a r t o f s u c h v i e w s , e s p e c i a l l y t h e ' l i m i t a t i o n s o f a c c o u n t s '
m a n t r a . I n s t e a d , h e m a i n t a i n e d t h a t i t w a s r i d i c u l o u s f o r n o n - a c c o u n t a n t s t o b e
a d v i s e d t h a t a n o f f i c i a l i n c o m e a c c o u n t d i d n o t a t a l l p r o v i d e a ' c l e a r p i c t u r e ' o f
a n n u a l e a r n i n g s n o r d i d t h e b a l a n c e s h e e t d i s c l o s e t h e ' t r u e v a l u e ' o f t h e n o n - c u r r e n t
a s s e t s o f t h e c o r p o r a t i o n . H e c r i t i c i z e d ,
• a c c u m u l a t i o n o f u n d i s c l o s e d r e s o u r c e s i n s e c r e t r e s e r v e s ,
• o v e r l o a d i n g o f o p e r a t i n g e x p e n s e s w i t h c o n t i n g e n c i e s w h i c h h a d a n o f f s e t t i n g
e f f e c t o n e i t h e r a s s e t s o r l i a b i l i t i e s ,
• m a n i p u l a t i o n o f d e p r e c i a t i o n ,
• m a n i p u l a t i o n o f t h e m o n e t a r y a m o u n t s o f i n v e n t o r y ,
• m a n i p u l a t i o n o f g o o d w i l l , a n d
• o t h e r c o n s e r v a t i v e r e p o r t i n g p r a c t i c e s .
T o s o m e , t h e s e 1 9 2 0 s c r i t i c i s m s m i g h t s e e m r a t h e r m o d e m ( B r i l o f f , 1 9 7 2 , 1 9 7 6 ,
1 9 8 2 ; C h a m b e r s , 1 9 7 3 ; C l a r k e e t a l , 1 9 9 7 , 2 0 0 3 ) . I n a n y e v e n t , t h e a n t e c e d e n t s a r e
c l e a r .
D e b a t e c o n t i n u e d t h a t a p o s i t i o n s t a t e m e n t d i f f e r e d f r o m t h e p h r a s e u s e d i n
c o n v e n t i o n a l a c c o u n t i n g - t h e b a l a n c e s h e e t . M a y ( 1 9 4 3 , p I 4 ) , w a s o f c o u r s e a w a r e o f
t h e d i f f e r e n c e .
2 8 8
H i s p r e f e r r e d p r o c e s s l e d t o a c o n v e n t i o n a l a c c o u n t i n g b a l a n c e
s h e e t . A n a l t e r n a t i v e , h o w e v e r , w o u l d p r o d u c e a f i n a n c i a l p o s i t i o n s t a t e m e n t . T h e
2 8 6 I n a g a m e c o n t e x t ( t h e c a r d g a m e c o n t r a c t b r i d g e c o m e s t o m i n d ) a l l p l a y e r s a r e a w a r e o f t h e
c o n v e n t i o n s a n d a c t w i t h i n t h e i r s p i r i t .
2 8 7 M a y ( 1 9 3 7 , p I S ) w o u l d c o n t i n u e t o c o m m e n t o n i s s u e s l i k e e t i q u e t t e i n f l u e n c i n g f o r m a l a c c o u n t i n g
m a t t e r s , r e f e r r i n g t o h i s ' b e i n g r e t a i n e d a s a c o n s u l t a n t b y t h e b o d y w h i c h , t h a n k s v e r y l a r g e l y t o t h e
e f f o r t s o f m y g o o d f r i e n d , M r . H o x s e y , h a s c o m e t o b e r e c o g n i z e d a s u n q u e s t i o n a b l y t h e g r e a t e s t n o n -
p r o f e s s i o n a l a u t h o r i t y o n t h e e t i q u e t t e o f f i n a n c i a l a c c o u n t i n g , t h e N e w Y o r k S t o c k E x c h a n g e . '
2 8 8 M a y ( 1 9 4 3 , p 1 4 ) , ' W h e n c o n c e p t s o f i n c o m e c o m e t o b e c o n s i d e r e d , o n e w i l l b e p r e s e n t e d w h i c h
v i e w s i n c o m e a s a n i n c r e a s e i n n e t w o r t h , a n d a n o t h e r , w h i c h r e g a r d s i t a s t h e g a i n f r o m t h e u s e o f
c a p i t a l a n d l a b o r , T h e f i r s t o f t h e s e c o n t e m p l a t e s a p r o c e s s o f e n u m e r a t i o n a n d s u b s t r a c t i o n ; t h e s e c o n d
a n a n a l y t i c a l p r o c e s s .
I n a p p l y i n g t h e f i r s t c o n c e p t , i n c o m e i s m e a s u r e d f r o m c o m p a r a t i v e b a l a n c e s h e e t s , a n d t h e i n c o m e
a c c o u n t m e r e l y s u p p l e m e n t s t h e d e t e r m i n a t i o n b y a n a n a l y s i s o f i t s o r i g i n . W h e r e t h e s e c o n d c o n c e p t i s
u s e d , t h e i n c o m e a c c o u n t d i s c l o s e s t h e a m o u n t o f i n c o m e , a n d t h e b a l a n c e s h e e t s h o w s w h a t h a s
b e c o m e o f i t '
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d e b a t e s a n d r e l a t e d t e n s i o n s c o n t i n u e d , w i t h F i t c h ( 1 9 2 3 , p l _ 2 ) 2 8 9 a n d B e n n e t t ( 1 9 2 8 ,
p 4 2 8 ) 2 9 0 a r g u i n g f o r t h e a l t e r n a t i v e .
C o u c h r n a n ( 1 9 2 8 ) a l s o d i s c u s s e d v a r i o u s l i m i t a t i o n s o f t h e b a l a n c e s h e e t . L a t e r h e
( 1 9 2 9 , p 2 5 - 2 6 ) a r g u e d t h a t m a n y p u r p o s e s e x i s t e d f o r w h i c h a b a l a n c e s h e e t w a s
p r e p a r e d . T h e s e p u r p o s e s w o u l d g o v e r n t h e t r e a t m e n t s a n d c l a s s i f i c a t i o n s d i s p l a y e d .
G r a n t o r s o f c r e d i t s o u g h t a b a l a n c e s h e e t p r e p a r e d o n t h e b a s i s o f g o i n g - c o n c e r n
v a l u e w h e r e t h e o r g a n i z a t i o n i s p r e s u m e d t o c o n t i n u e i n s u b s e q u e n t p e r i o d s i n t h e
s a m e g e n e r a l w a y a s i n t h e p a s t . T h i s b a l a n c e s h e e t d o e s n o t d i s p l a y a v a l u e b a s e d o n
f o r c e d r e a l i z a t i o n o r t h e e x p e c t e d r e a l i z a t i o n i n t h e n o r m a l c o u r s e o f b u s i n e s s .
T e n s i o n s w h i c h w o u l d b e r e c y c l e d o v e r t i m e i n c l u d e d :
1 . W h a t i s t h e f u n c t i o n o f a b a l a n c e s h e e t ?
2 . H o w s h o u l d e l e m e n t s b e c l a s s i f i e d ?
3 . H o w s h o u l d e l e m e n t s b e v a l u e d ?
4 . W e r e p a s t , p r e s e n t a n d f u t u r e e v e n t s b e i n g i n t e r m i n g l e d ?
H i s t o r y h a s r e v e a l e d t h a t M a y ' s a p p r o a c h b a s e d o n c o n v e n t i o n s g a i n e d p r o m i n e n c e .
D e b a t e c o n t i n u e d o n w h e r e e m p h a s i s s h o u l d b e p l a c e d , i t b e i n g a r g u e d t h a t u n d u e
s i g n i f i c a n c e w a s g i v e n t o t h e b a l a n c e s h e e t a n d t o o l i t t l e t o t h e s u r p l u s a n d i n c o m e
a c c o u n t . I t w a s a r g u e d t h e b a l a n c e s h e e t w a s o f s e c o n d a r y i m p o r t a n c e t o a
s t o c k h o l d e r m a i n l y i n t e r e s t e d i n e a r n i n g p o w e r a n d d i v i d e n d p r o b a b i l i t i e s . V a l u e s
f r o m b o t h a p r o d u c i n g a n d a s e c u r i t y v i e w p o i n t w e r e s e e n t o b e r e q u i r e d ( P e l o u b e t ,
1 9 2 9 , p 3 3 8 ) .
B u t t h e c r i t i c i s m s c o n t i n u e d . W i t h p r e s s u r e m o u n t i n g f o r s o m e f e d e r a l r e g u l a t i o n ,
a t t e m p t s w e r e m a d e f o r r e f o r m b y t h e A l A a n d t h e N Y S E ( E d i t o r i a l , 1 9 3 0 , p 2 4 2 ;
C h a t o v , 1 9 7 5 , p I 9 ) . O f s p e c i a l c o n c e r n w a s t h a t d i f f e r e n t c o r p o r a t i o n s c o u l d u s e a
v a r i e t y o f a c c o u n t i n g p r a c t i c e s ( M a y , 1 9 4 3 , p 4 1 ) t o r e f l e c t s i m i l a r t r a n s a c t i o n s i n t h e i r
r e p o r t i n g . H o x s e y ( 1 9 3 0 ) q u e s t i o n e d w h e t h e r t h e c o n v e n t i o n s u n d e r l y i n g a c c o u n t i n g
h a d k e p t u p w i t h c h a n g e s . A s a r e s u l t , 2 9 1 t h e S p e c i a l C o m m i t t e e o n C o - o p e r a t i o n w i t h
S t o c k E x c h a n g e s w a s a p p o i n t e d w i t h M a y a s c h a i r ( Z e f f , 1 9 7 9 , p 2 0 8 - 2 0 9 ) . A s e a r c h
f o r c o m p a r a b i l i t y w a s p r o m i n e n t .
2 8 9 F i t c h ( 1 9 2 3 , p l - 2 ) , ' T h e b a l a n c e - s h e e t . . _ s e t s f o r t h t h e s t a t u s o f t h e c o m p a n y ' s f i n a n c i a l c o n d i t i o n a t
s t a t e d d a t e s , a n d t h e p r o f i t - a n d - I o s s s t a t e m e n t _ " a c c o u n t s f o r t h e c h a n g e s i n f i n a n c i a l c o n d i t i o n
b e t w e e n t w o b a l a n c e s h e e t d a t e s . . . '
2 9 0 B e n n e t t ( 1 9 2 8 , p 4 2 8 ) , ' I f a b a l a n c e - s h e e t i s t r u l y a s t a t e m e n t o f c o n d i t i o n a s o f a s p e c i f i c d a t e , a n d i s
c e r t i f i e d a s s u c h , i t s e e m s r e a s o n a b l e t o a s s u m e t h a t t h i s s h o u l d r e f e r t o t h e w h o l e t r u t h r a t h e r t h a n
p e r h a p s , a s s e e m s u s u a l , t o o n l y a h a l f t r u t h . I t i s b e l i e v e d t h a t a n a c c o u n t a n t s h o u l d b e c e n s u r e d a s
s e v e r e l y - e v e n l e g a l l y p u n i s h e d - f o r b e i n g f o u n d g u i l t y o f o v e r - c o n s e r v a t i s m a s f o r b e i n g f o u n d g u i l t y
o f o v e r - o p t i m i s m o r c a r e l e s s n e s s . ' H e w e n t o n t o r e f e r t o ( I ) m u l t i p l e b a l a n c e - s h e e t s , ( 2 ) a l l - p u r p o s e
b a l a n c e - s h e e t a n d ( 3 ) u s e o f f o o t n o t e s v e r s u s a c t u a l e n t r i e s i n t h e s t a t e m e n t .
2 9 1 C a r e y ( 1 9 6 9 , p 3 8 ) w r i t e s , ' F o l l o w i n g t h e H o x s e y s p e e c h i n 1 9 3 0 t h e I n s t i t u t e a l s o h a s t i l y c r e a t e d a
s p e c i a l c o m m i t t e e o n a c c o u n t i n g p r o c e d u r e t o c o n s i d e r " a n u m b e r o f t e c h n i c a l q u e s t i o n s t h a t h a d b e e n
r a i s e d . " . . . I n t h e l i g h t o f h i n d s i g h t , i t s e e m s c l e a r t h a t f r a g m e n t e d e f f o r t s t o s o l v e d i f f i c u l t p r o b l e m s
t h r o u g h d i f f e r e n t c o m m i t t e e s w e r e d o o m e d t o f a i l u r e . T h e r e w a s n o a g r e e m e n t a s y e t o n a b a s i c
p h i l o s o p h y - a c o n c e p t u a l f r a m e w o r k w i t h i n w h i c h e a c h s p e c i f i c p r o b l e m c o u l d b e d e a l t w i t h
c o n s i s t e n t l y . ' T h i s i s a l s o d i s c u s s e d i n s o m e d e p t h b y H a w k i n s ( 1 9 6 2 , p 4 1 5 - 4 2 5 ) w h o c o n c l u d e d t h e
a c t i o n w a s t o o l i t t l e , t o o l a t e . P e r h a p s h e m i g h t h a v e a d d e d ' u n c o o r d i n a t e d " .
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T h e M a y C o m m i t t e e p r o v i d e d t h e f o u n d a t i o n s o n w h i c h l a t e r w o r k o n a c c o u n t i n g
p r i n c i p l e s w a s b a s e d . P r o f e s s i o n a l a c c o u n t i n g b o d i e s b e c a m e i n v o l v e d i n t h e
d e v e l o p m e n t o f w h a t w a s t o b e t e r m e d ' a c c e p t e d a c c o u n t i n g p r i n c i p l e s ' . M a y ' s
C o m m i t t e e r e p o r t e d i n 1 9 3 2 .
2 9 2
I t s f i n d i n g s w e r e :
• a b a l a n c e s h e e t i s n o t a s t a t e m e n t o f c u r r e n t f a c t u a l d a t a ,
• t h e p r i m a c y o f t h e i n c o m e c a l c u l a t i o n i s e m p h a s i z e d ,
• p r i n c i p l e s o f a c c o u n t i n g a r e i n t e r c h a n g e a b l e w i t h t h e p r a c t i c e s a n d
m e t h o d s u s e d b y a c c o u n t a n t s ,
• c o r p o r a t i o n s h a d t h e r i g h t t o s e l e c t d e t a i l e d m e t h o d s o f a c c o u n t i n g
d e e m e d b y t h e m t o b e b e s t a d a p t e d t o t h e r e q u i r e m e n t s o f t h e i r
b u s i n e s s w i t h t h e p r o v i s o t h a t m e t h o d s o f a c c o u n t i n g i n c l u d e d
c o n s e r v a t i s m , t h e i d e a o f a g o i n g c o n c e r n a n d c o n s i s t e n t u s e o f t h o s e
m e t h o d s o v e r t i m e , a n d
• a n o v e r r i d i n g t h e m e t h a t t h e p u b l i c w a s t o b e e d u c a t e d t o a c c e p t t h e s e
i d e a s a s w e n a s t h e n a t u r e o f r e s u l t i n g a c c o u n t i n g r e p o r t s a n d t h e i r
l i m i t a t i o n s .
M u c h t r u s t w a s r e q u i r e d f r o m o t h e r s t a k e h o l d e r s t o b e p l a c e d o n t h e ' p r o f e s s i o n a l
s t a t u s ' o f t h e a c c o u n t a n t . M a y ( 1 9 3 6 , p l 1 5 ) w a s a b l e t o c l a i m ,
M o s t i n v e s t o r s r e a l i z e t o d a y t h a t b a l a n c e s h e e t s a n d i n c o m e s t a t e m e n t s a r e
l a r g e l y t h e r e f l e c t i o n o f i n d i v i d u a l j u d g m e n t s , a n d t h a t t h e i r v a l u e i s t h e r e f o r e t o
a l a r g e e x t e n t d e p e n d e n t o n t h e c o m p e t e n c e a n d h o n e s t y o f t h e p e r s o n s
e x e r c i s i n g t h e n e c e s s a r y j u d g m e n t . 2 9 3
O n e m i g h t e a s i l y a g r e e w i t h t h e s t a t e m e n t i f j u d g m e n t s w e r e b a s e d o n s o l i d
f o u n d a t i o n s o f a c c o u n t i n g - o n e ( l i k e C o C o A a s d e m o n s t r a t e d b e l o w ) d e r i v e d w i t h i n
c o m m e r c i a l s e t t i n g s . H o w e v e r , t h e f o u n d a t i o n s w e r e t o s o m e o f s a n d .
Q u e s t i o n s o f t e r m i n o l o g y c o n t i n u e d t o b e d e b a t e d . A n E d i t o r i a l ( l 9 2 8 b , p 3 4 )
l a m e n t e d t h e l a c k o f s t a n d a r d d e f i n i t i o n s i n a c c o u n t i n g . I t a l s o c a u t i o n e d o f p o t e n t i a l
d i f f i c u l t i e s i n t h e u s e o f v e r n a c u l a r m e a n i n g s , t h o u g h w h e r e p o s s i b l e i t r e c o m m e n d e d
t e c h n i c a l m e a n i n g s s h o u l d b e a d a p t e d t o c o m m o n u s e . 2
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A n o t h e r E d i t o r i a l ( 1 9 3 0 a ,
p 6 - 7 ) q u e s t i o n e d t h e m e a n i n g o f t e r m s f o u n d i n f i n a n c i a l s t a t e m e n t s t o t h e o r d i n a r y
r e a d e r . B l a m e w a s p l a c e d o n a c c o u n t a n t s w h o c o n t r o l l e d t h e m e t h o d o f r e p o r t i n g b u t
f a i l e d t o r e a l i z e t h a t t h e i r t e c h n i c a l k n o w l e d g e w a s p e c u l i a r t o a c c o u n t a n t s , a f f e c t i n g a
m y r i a d o f s t a k e h o l d e r s .
2 9 2 T h e R e p o r t i s p r o d u c e d i n v a r i o u s p u b l i c a t i o n s , i n c l u d i n g M a y ( 1 9 4 3 , p 7 2 - 8 5 ) .
2 9 3 T h i s q u o t a t i o n t o o a p p e a r s i n v a r i o u s p u b l i c a t i o n s , i n c l u d i n g t h e M a y C o m m i t t e e r e p o r t ( M a y ,
1 9 4 3 , p 7 5 - 7 6 ) .
2 9 4 E d i t o r i a l ( i 9 2 8 b , p 3 4 ) , ' T h e w h o l e q u e s t i o n o f t e r m i n o l o g y i s o f s u c h v i t a l i m p o r t a n c e t o t h e
p r o f e s s i o n a t l a r g e t h a t i t i s p r o b a b l y q u i t e u n n e c e s s a r y t o e m p h a s i z e i t . N o o n e w h o h a s b e e n e n g a g e d
i n a c c o u n t i n g i s i g n o r a n t o f t h e f a c t t h a t t h e r e i s n o s t a n d a r d d e f i n i t i o n o f m a n y o f t h e a c c o u n t i n g t e r m s
w h i c h a r e i n c o m m o n u s e . . . T h e b e s t d e f i n i t i o n d o e s n o t n e c e s s a r i l y i m p l y t h e m o s t c o m m o n
i n t e r p r e t a t i o n , a l t h o u g h i n m a n y c a s e s i t i s w i s e b e a d a p t t e c h n i q u e t o c u s t o m r a t h e r t h a n t o a t t e m p t t o
m a k e c u s t o m c o n f o r m t o t e c h n i c a l i d e a s . '
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A l l p r o f e s s i o n s o f c o u r s e h a v e t h e i r t e c h n i c a l j a r g o n f o r i n t e r - p r o f e s s i o n a l i n t e r f a c e
b u t i f i n t e r f a c e i s w i t h a n o n - p r o f e s s i o n a l , a c o m m o n l a n g u a g e f o r c o m m u n i c a t i o n i s
r e q u i r e d . O t h e r w i s e , c h a o s i s f o u n d .
I n p u t i n t o v a r i o u s d e b a t e s w a s a l s o p r o v i d e d b y a c a d e m i c s l i k e C a n n i n g . i ' " H e w a s
m o s t i n t r i g u e d b y t h e t h e o r y ( o r l a c k t h e r e o f ) u n d e r l y i n g a c c o u n t i n g . P " H e ( 1 9 2 9 , p 3 )
c r i t i c i z e d t h e g r o w i n g t e n d e n c y t o d i s c u s s f o r m a t s o f r e p o r t s a s t h o u g h t h e y w e r e e n d -
p r o d u c t s i n t h e i r o w n r i g h t . T o h i m , t h e y w e r e i n s t e a d t h e b a s i s o n w h i c h d e c i s i o n s o f
p o l i c y w e r e m a d e . H e a l s o t o o k i s s u e w i t h t e x t b o o k s o f t h e t i m e , f i n d i n g t h e m l a r g e l y
m a n u a l s o f p r o c e d u r e w h e r e a s s y s t e m a t i c a n a l y s i s w o u l d s e e m a b e t t e r a p p r o a c h . H e
( P 4 5 - 4 6 ) d i d c a u t i o n , h o w e v e r , t h a t t h e t e x t s s e e m e d t o d i f f e r f r o m p r a c t i c e .
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A s n o t e d b y C h a m b e r s ( 1 9 7 9 ) a n d Z e f f ( 2 0 0 0 ) , i n d i s c u s s i n g ' i n c o m e ' C a n n i n g ( C h 8 ,
p l 4 3 e t s e q ) r e l i e d o n F i s h e r ' s t r e a t i s e ( 1 9 0 6 ) m e t i n 3 . 2 . 2 . T h i s c o n c e p t o f e c o n o m i c
i n c o m e i s s e e n a s s o m e t h i n g a b s o l u t e l y r e a l e v e n t h o u g h d e a l i n g w i t h f u t u r e e v e n t s .
H e r e a b a l a n c e s h e e t s h o w s t h e b u s i n e s s m e n ' s f u t u r e p r o s p e c t s . F u t u r e r e t u r n s a r e
k n o w n a n d d i s c o u n t e d t o p r e s e n t v a l u e s . N o t a b l y , C a n n i n g ( P 9 1 ) d i d u s e t h e w o r d s
' o b j e c t i v e ' a n d ' s u b l e c t i v e ' w h e n t a l k i n g a b o u t ' i n c o m e ' a s s e e n b y t h e a c c o u n t a n t
a n d t h e e c o n o m i s t . 2 9
S o m e o f C a n n i n g ' s i d e a s w e r e s i m i l a r t o t h o s e o f C h a m b e r s . T w o f e a t u r e s w h i c h
C h a m b e r s a d m i r e d w e r e t h e u s e o f r i g o r o u s d e f i n i t i o n s a n d t h e s p e c i f i c a t i o n o f r u l e s
o f m e a s u r e m e n t a n d s u m m a t i o n . i ' " O t h e r s w e r e c o n t r a r y t o t h o s e u n d e r l y i n g C o C o A ,
2 9 5 C a n n i n g w a s P r o f e s s o r o f E c o n o m i c s , L e l a n d S t a n f o r d J u n i o r U n i v e r s i t y . F o r a n a c c o u n t o f
C a n n i n g ' s c o n t r i b u t i o n s e e C h a m b e r s ( 1 9 7 9 ) a n d Z e f f ( 2 0 0 0 ) .
2 % C a n n i n g ( \ 9 2 9 , p i i i ) : ' . . . t h e r e l a t e d p r o b l e m o f m a k i n g t h e w o r k o f t h e p r o f e s s i o n a l a c c o u n t a n t
m o r e f u l l y i n t e l l i g i b l e t o t h o s e i n o t h e r b r a n c h e s o f l e a r n i n g s u g g e s t e d i t s e l f . B o t h m y p r e v i o u s t r a i n i n g
a n d i n t e r e s t i n e c o n o m i c s a n d t h e f r e e , b u t s o m e w h a t i n d i s c r i m i n a t i n g , u s e o f a c c o u n t a n t s ' s t a t i s t i c s
t h a t e c o n o m i s t s w e r e t h e n m a k i n g l e d m e t o u n d e r t a k e a c o m p r e h e n s i v e s t u d y o f a c c o u n t i n g t h e o r y a n d
p r a c t i c e f r o m t h e p o i n t o f v i e w o f t h e p r o f e s s i o n a l s t u d e n t o f e c o n o m i c s . T h i s b o o k r e p o r t s a m a j o r p a r t
o f t h e r e s u l t s o f t h a t s t u d y . '
2 9 7 C a n n i n g ( \ 9 2 9 , p 4 5 - 4 6 ) , ' M a n y a n e c o n o m i s t a n d s t a t i s t i c i a n , i n r e a d i n g t h e a c c o u n t i n g t e x t s , m u s t
h a v e b e e n a w a r e o f a g r e a t m a s s o f u n s u p p o r t e d a s s e r t i o n , i n c o n s e q u e n t i a l a r g u m e n t , a p p a r e n t
s t a t i s t i c a l i n c o n s i s t e n c y , a n d l a c k o f h o m o g e n e i t y a n d c o m p l e t e n e s s . B u t a n y o n e w h o h a s t h e p a t i e n c e
t o f i n d o u t f o r h i m s e l f w h a t a c c o u n t a n t s a c t u a l l y d o a n d w h o w i l l r e f l e c t u p o n w h a t h e f i n d s , w i l l
d i s c o v e r t h a t m o d e r n a c c o u n t i n g p r a c t i c e i s , o n t h e w h o l e , s o u n d e r t h a n t h a t w h i c h h a s b e e n w r i t t e n
a b o u t i t . A p p a r e n t l y t h o s e w h o h a v e r e a l l y c r e a t e d a c c e p t e d m o d e r n p r o c e d u r e h a v e n o t b e e n n o t a b l y
g i v e n t o w r i t i n g a b o u t i t . I n m a n y a n i n s t a n c e t h e w r i t e r s w o u l d d o w e l l t o c o n s i d e r t h e s t a t i s t i c a l
e f f e c t s o f w h a t t h e a c c o u n t a n t s d o r a t h e r t h a n t o i n v e n t c o n j e c t u r a l r e a s o n s f o r t h e i r p r o c e d u r e s . '
2 9 8 C a n n i n g ( 1 9 2 9 , p 9 1 ) , ' T h e u l t i m a t e c o n c e r n o f t h e e c o n o m i s t i s w i t h t h e S U b j e c t i v e a p p r e c i a t i o n o f
i n c o m e ; o b j e c t i v e v a l u a t i o n s o f i n c o m e a r e t o h i m i n d e x e s o f t h a t a p p r e c i a t i o n . T h e a c c o u n t a n t i s n o t ,
a s a n a c c o u n t a n t , c o n c e r n e d w i t h s u b j e c t i v e a p p r e c i a t i o n s a t a l l . '
2 9 9 C h a m b e r s ( 1 9 7 9 , p 7 6 5 ) , ' T w o f e a t u r e s o f T h e E c o n o m i c s o f A c c o u n t a n c y d e s e r v e s p e c i a l n o t i c e , f o r
t h e y h a v e a g e n e r a l b e a r i n g o n t h e o r y a n d p r a c t i c e . T h e f i r s t i s t h e a t t e m p t t o d e f i n e r i g o r o u s l y t h e
t e r m s u s e d i n e x p o s i t i o n a n d a r g u m e n t . A l l v a l i d a r g u m e n t d e p e n d s o n s p e c i f i e d d e f i n i t i o n s . V a g u e o r
l o o s e d e f i n i t i o n l e a d s t o i n c o n c l u s i o n . ' " T h e s e c o n d i s t h e s p e c i f i c a t i o n o f t h e r u l e s r e l a t i n g t o t h e
" m e r g i n g b y s u m m a t i o n o r o t h e r w i s e " o f " i n d i v i d u a l m e a s u r e s . " ?
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e s p e c i a l l y t h e p a s t a n d p r e s e n t e m p h a s i s o f C h a m b e r s . i ' " H e w o u l d a r g u e t h a t w h i l e
a n y c l a i m a n a s s e t i s ' a s t o r a g e o f s e r v i c e ' o r ' a c o l l e c t i o n o f f u t u r e b e n e f i t s ' m a y
e x p l a i n w h y a p e r s o n b u y s a n a s s e t , i t d o e s n o t e x p l a i n w h a t i s b o u g h t . C h a m b e r s '
d e f i n i t i o n o f a n a s s e t w o u l d a l s o e m p h a s i s e t h e m e a n s i d e a w i t h i n t h e c o n t e x t o f a
p r e s e n t a t i o n o f c o n t e m p o r a r y f i n a n c i a l p o s i t i o n . C a n n i n g ' s c o n t r i b u t i o n t o t h e
l i t e r a t u r e h i g h l i g h t e d i m p l i c i t l y k e y d i f f e r e n c e s b e t w e e n a c c o u n t i n g a n d e c o n o m i c s .
A r g u a b l y , t h e l a t t e r i s m o r e t o d o w i t h b u s i n e s s b e h a v i o u r w h i l e t h e f o r m e r t o
C h a m b e r s p r o v i d e d i n f o r m a t i o n f o r u s e i n t h a t b e h a v i o u r . P "
A t t h e a p p l i c a t i o n l e v e l , L i t t l e t o n ( 1 9 3 3 , p 1 6 0 ) a r g u e d t h a t p r o f i t c a l c u l a t i o n w a s n o
l o n g e r a s i m p l e c o m p u t a t i o n . H e g a v e t w o r e a s o n s - i t w a s a c o m p l e x c a l c u l a t i o n
o f t e n s u i t e d t o m a n a g e m e n t ' s p u r p o s e s a n d n o l o n g e r d i d ' v a l u e e x c h a n g e s '
d o m i n a n t , a s o t h e r e f f e c t s ( l i k e d e f e r r e d d e b i t s a n d c r e d i t s ) c o u l d b e i n c o r p o r a t e d .
M a y ( 1 9 3 6 , p 4 0 S - 4 0 6 ) r e v i e w e d C a n n i n g ' s w o r k , q u e s t i o n i n g C a n n i n g ' s s t a t e d
r e l a t i o n s h i p b e t w e e n a c c o u n t i n g a n d e c o n o m i c s a n d a r g u e d t h a t a c c o u n t i n g w a s ' a
t o o l o f b u s i n e s s ' . M a y w a s e s p e c i a l l y c r i t i c a l o f ' p h y s i c i n c o m e ' ; t o h i m , i n c o m e w a s
' e s s e n t i a l l y a m o n e y c o n c e p t ' . E l s e w h e r e h e w o u l d c r i t i c i s e C a n n i n g f o r w h a t M a y
s a w a s m i s c o n c e p t i o n s o f t h e f u n c t i o n o f a c c o u n t i n g ( M a y , 1 9 3 6 , p 3 0 S - 3 0 6 ) , a p o i n t
h e w o u l d m a k e i n d e f l e c t i n g c r i t i c i s m o f a c c o u n t i n g a f t e r t h e G r e a t C r a s h .
D i l l o n ( 1 9 7 7 , p S ) c o n s t r u c t e d a p r o f i l e o f a c c o u n t i n g i n t h e U S A i n t h e 1 9 2 0 s . F r o m
h i s a n a l y s i s h e d r e w c o n c l u s i o n s o n t h e r o l e o f a c c o u n t i n g i n t h e s t o c k m a r k e t c r a s h
o f 1 9 2 9 , i n c l u d i n f i t h a t c o n s e q u e n c e s f r o m a c c o u n t i n g w e r e n o t e x t e n s i v e . O t h e r s
w e r e n o t s o s u r e .
3 0
' 0 0 C h a m b e r s ( 1 9 7 9 , p 7 7 4 ) , ' T h a t s e a r c h [ f o r b e t t e r s t a n d a r d s a n d t h e o r y ] h a s b e e n b e f o g g e d b y
c o n f u s i o n o f t h e d i f f e r e n t b u t c o m p l e m e n t a r y r o l e s o f p a s t i n f o r m a t i o n , p r e s e n t f a c t s , a n d f u t u r e
p r o s p e c t s i n t h e d e c i s i o n - m a k i n g p r o c e s s . T h e l i n k a g e b e t w e e n a c c o u n t i n g a n d e c o n o m i c s c a n n o t b e
p r o p e r l y e s t a b l i s h e d u n l e s s t h o s e r o l e s a r e s p e c i f i e d . P a s t v a l u e s o r p r i c e s a n d p r e s e n t l y o b s e r v e d
v a l u e s o r p r i c e s a r e n e c e s s a r y f o r t h e d e t e r m i n a t i o n o f p a s t r e s u l t s a n d p r e s e n t p o s i t i o n ; p r e s e n t l y
o b s e r v e d v a l u e s o r p r i c e s a n d c a l c u l a t e d n e t p r e s e n t v a l u e s o f f u t u r e a l t e r n a t i v e s a r e n e c e s s a r y f o r t h e
e x p l o r a t i o n o f t h e f e a s i b i l i t y a n d d e s i r a b i l i t y o f f u t u r e a l t e r n a t i v e s . N o n e o f t h e t h r e e k i n d s o f " v a l u e s "
i s a s u b s t i t u t e f o r t h e o t h e r . H a d t h e d i s t i n c t f u n c t i o n s o f a l l t h r e e b e e n i d e n t i f i e d b y C a n n i n g , a s a
p r e l u d e t o " t h e e c o n o m i c s o f a c c o u n t a n c y , ' t h e r e m a y h a v e b e e n , b y n o w , a m o r e d i s c i p l i n e d a t t a c k o n
t h a t p a r t o f a c c o u n t i n g w h i c h c o n c e r n s i t s e l f w i t h s t a t e m e n t s o f p a s t r e s u l t s a n d p r e s e n t p o s i t i o n f r o m
t i m e t o t i m e . '
3 0 1 C a n n i n g ( 1 9 2 9 , p 2 0 ) d i d c o m m e n t , ' B u t t o i n c l u d e i n t h e s t a t e m e n t s , e . g . , t h e b a l a n c e s h e e t , m e r e
e x p e c t a n c i e s , w o u l d b e t o i n t r o d u c e i t e m s t h e v a l u e o f w h i c h i s h i g h l y s p e c u l a t i v e a m o n g i t e m s t h e
v a l u e o f w h i c h c a n b e m e a s u r e d w i t h m u c h g r e a t e r r e l i a b i l i t y . '
3 0 2 S e e d e B e d t s ( 1 9 6 4 , p 2 2 ) , ' D u r i n g t h e m o n t h s l e a d i n g u p t o t h e s e l e c t i o n o f a n e w n a t i o n a l
a d m i n i s t r a t i o n t h e a v e r a g e n e w s p a p e r r e a d e r w a s t h u s s u b j e c t e d t o a c o n t i n u a l f r o n t - p a g e d r u m f i r e o f
f i n a n c i a l c o r r u p t i o n a n d d o w n f a l l . T h e a b d i c a t i o n o f S a m u e l I n s u l l f r o m h i s u t i l i t i e s e m p i r e , a n d t h e
s u b s e q u e n t r e a l i z a t i o n t h a t l i t e r a l l y n o o n e w a s a b l e t o p u t t h i s f i n a n c i a l H u m p t y D u m p t y t o g e t h e r
a g a i n , w a s b u t o n e o f t h e m a n y s h o c k s . B a n k r u p t c y p r o c e e d i n g s a g a i n s t K r e u g e r a n d T o l l , t h e h u g e
h o l d i n g c o m p a n y f o r t h e I v a r K r e u g e r i n t e r e s t s , r e v e a l e d t h a t K r e u g e r ' s r e c e n t s u i c i d e h a d l e f t p e r s o n a l
d e b t s a n d l i a b i l i t i e s t o t a l l i n g a n u n p r e c e d e n t e d $ 1 6 8 m i l l i o n . A f t e r e i g h t y e a r s o f f r a u d u l e n t
b o o k k e e p i n g . . . ' C o n s i d e r e v e n t s p o s t - 2 0 0 1 - E n r o n ' s u n e x p e c t e d d e m i s e a n d t h e e v e n t u a l r e v e l a t i o n s
o f a c c o u n t i n g i r r e g u l a r i t i e s , f r a u d , a l l i a n c e s w i t h i n s t i t u t i o n s - i n s o m e w a y s i t w a s a r e r u n o f t h e 1 9 2 0 s
a n d 1 9 3 0 s .
1 0 8
C a r e y ( 1 9 6 9 , p 3 8 ) d i d s u g g e s t c r i t i c i s m w a s p e r c e i v e d o f a c c o u n t i n g ( a n d t h e r e f o r e o f
t h e p r o f e s s i o n ) a f t e r t h e s t o c k m a r k e t c r a s h o f 1 9 2 9 .
3 0 3
A r e a c t i o n w a s t o i n t r o d u c e
t h e ' r e d f l a g ' o f t h e l i m i t i n g p h r a s e ' a c c e p t e d a c c o u n t i n g p r i n c i p l e s ' . I m p l i c i t l y a
c o n s e q u e n c e o f t h e w o r k o f M a y a n d h i s v a r i o u s c o m m i t t e e s , t h e p h a s e h a d i t s
g e n e s i s i n t h e 1 9 3 0 s . T h e s e a r c h f o r a c c o u n t i n g p r i n c i p l e s t e n d e d t o c o v e r h o w t h e y
w e r e d e v e l o p e d . W h i l e i n s t i t u t i o n a l i s s u e s o f a n i n f r a s t r u c t u r e t y p e a r e u n d o u b t e d l y
i m p o r t a n t , t h e y p r o v i d e j u s t o n e p a r t o f t h e t o t a l p i c t u r e . A r g u a b l y , t h e q u a l i t y o r
s e r v i c e a b i l i t y o f t h e i n f o r m a t i o n p r o d u c e d w a s i n q u e s t i o n .
4 . 2 . 3 R e p o r t i n g o f l i a b i l i t i e s
D i s c u s s i o n o f l i a b i l i t i e s s t i l l t e n d e d t o b e g i n w i t h i d e n t i f y i n g k n o w n l i a b i l i t i e s a t
b a l a n c e d a t e . U n d e r t h e U K C o m p a n i e s A c t , 1 9 2 9 , r e p o r t s w e r e f o r t h e f i r s t t i m e
r e q u i r e d t o s p e c i f y d e t a i l s o f l i a b i l i t i e s i n c l u d e d i n t h e b a l a n c e s h e e t ( H e i n , 1 9 7 8 ,
p 2 3 3 ; E d e y , 1 9 7 9 , p 2 2 8 ; E d w a r d s , 1 9 8 0 , p 5 1 ) . A s w e l l , a n y c o n t i n g e n t l i a b i l i t i e s w e r e
t o b e i n c l u d e d a s a n o t e . K n o w n l i a b i l i t i e s w e r e s u b d i v i d e d i n t o c u r r e n t a n d l o n g -
d a t e d i n d e b t e d n e s s . T h i s w a s i n t u r n s u b d i v i d e d i n t o s e c u r e d a n d n o n - s e c u r e d .
T h e u s e o f c r e d i t v i a a n i n s t a l m e n t p l a n t o b u y o v e r a l o n g e r t e r m ( e s p e c i a l l y m o t o r
v e h i c l e s ) h e l p e d s t o k e t h e b u l l m a r k e t a n d p r o v i d e d r e p o r t i n g t e n s i o n s f o r l i a b i l i t i e s .
S o m e c o m p l a i n e d t h e a v e r a g e b a l a n c e s h e e t i g n o r e d a n u m b e r o f i m p o r t a n t l i a b i l i t i e s
l i k e l e a s e s , s e r v i c e a g r e e m e n t s a n d c o n t r a c t s e n t e r e d i n t o f o r f u t u r e d e l i v e r y , w h i l e
l i a b i l i t i e s s o m e t i m e s i n c l u d e d s u b s t a n t i a l s u m s w h i c h h a d n o f a c t u a l b a s i s ( F i n c h a m ,
1 9 2 8 , p 5 6 ) . H o w e v e r , t h e v i e w c o n t i n u e d t o b e h e l d t h a t t r e a t m e n t o f l i a b i l i t i e s w a s
g e n e r a l l y o f l i t t l e c o n c e r n . C o m p a r e d w i t h t h e v a l u a t i o n o f a s s e t s , l i t t l e w a s w r i t t e n o n
t h e v a l u a t i o n o f l i a b i l i t i e s i n t h i s o r e a r l i e r p e r i o d s . T h i s w a s d e s p i t e i n s t a n c e s w h i c h
i n c l u d e d t h e o v e r - v a l u a t i o n o f l i a b i l i t i e s f o r t a x a t i o n , k n o w n c o n t i n g e n c i e s a n d
p o s s i b l e f u t u r e c o n t i n g e n c i e s ( G a r n s e y , 1 9 2 8 , p 4 6 - 4 7 ) .
H o w e v e r , C a n n i n g ( 1 9 2 9 , p 4 7 ) i n c l u d e d d i s c u s s i o n o f l i a b i l i t i e s a t a t h e o r e t i c a l l e v e l ,
s u g g e s t i n g t h e i r a n a l y s i s a s a d i s t i n c t e l e m e n t . T o i m p r o v e t e r m i n o l o g y i n t h e a r e a , h e
( p 4 9 ) e m p h a s i z e d t h e n o t i o n o f i d e n t i t y . 3 0 4 I m p l i c i t l y , a s s e t s a n d l i a b i l i t i e s w e r e s e e n
t o b e r e l a t e d i n t e r - e n t i t i e s a n d i n t r a - e n t i t y . H o w e v e r , h e d i d n o t e x p l i c i t l y s t a t e t h a t
d e f i n i t i o n a n d m e a s u r e m e n t o f e a c h c l a s s n e e d e d t o b e t h e s a m e .
C a n n i n g ( P 5 5 - 5 6 ) w a s a r g u a b l y b e f o r e h i s t i m e w h e n p r o p o s i n g t h e f o l l o w i n g
d e f i n i t i o n :
A l i a b i l i t y i s a s e r v i c e , v a l u a b l e i n m o n e y , w h i c h a p r o p r i e t o r i s u n d e r a n e x i s t i n g
l e g a l ( o r e q u i t a b l e ) d u t y t o r e n d e r t o a s e c o n d p e r s o n ( o r s e t o f p e r s o n s ) a n d
w h i c h i s n o t u n c o n d i t i o n a l l y a n a g r e e d s e t - o f f t o i t s f u l l a m o u n t a g a i n s t s p e c i f i c
3 0 3 C a r e y ( 1 9 6 9 , p 3 8 ) , ' T h e f i n a n c i a l c o m m u n i t y w a s i n a s t a t e o f s h o c k . T h i r t y b i l l i o n d o l l a r s o f
q u o t e d v a l u e o f s e c u r i t i e s v a n i s h e d i n l e s s t h a n a m o n t h . B a n k s f a i l e d a n d , i n s o m e s t a t e s , w e r e c l o s e d .
F i n a n c i a l p a r a l y s i s g r i p p e d t h e c o u n t r y . P u b l i c r e a c t i o n w a s b i t t e r , a n d a c r i t i c a l r e v i e w o f t h e
p r o c e s s e s o f t h e f i n a n c i a l m a r k e t , i n c l u d i n g f i n a n c i a l r e p o r t i n g p r a c t i c e s , b e c a m e a n o b v i o u s p o l i t i c a l
n e c e s s i t y . '
3 0 4 C a n n i n g ( 1 9 2 9 , p 4 7 ) , ' F a i l u r e t o s e e t h e i d e n t i t y , i t i s b e l i e v e d , l i e s a t t h e r o o t o f m u c h t h a t i s
c o n f u s i n g i n t h e t r e a t m e n t o f l i a b i l i t i e s , t h e t h i r d t e r m o f t h e e q u a t i o n . A l i a b i l i t y i n i t s m o s t g e n e r a l
s e n s e i m p l i e s a r e l a t i o n b e t w e e n p e r s o n s . O n e w h o i s o b l i g e d t o d o s o m e t h i n g a d v e r s e t o h i s o w n
i n t e r e s t a n d b e n e f i c i a l t o a n o t h e r ' s h a s a l i a b i l i t y t o t h a t p e r s o n . '
1 0 9
s e r v i c e s o f e q u a l o r g r e a t e r m o n e y v a l u e d u e f r o m t h i s s e c o n d p e r s o n t o t h e
p r o p r i e t o r .
T h e r e f e r e n c e t o ' l e g a l o r e q u i t a b l e d u t y ' w o u l d r e c e i v e v a r i o u s i n t e r p r e t a t i o n s ,
l e a d i n g t o d i v e r s e p r a c t i c e s w h i c h h e ( P 5 8 ) w a s t o q u e s t i o n . i ' "
A r g u a b l y , C a n n i n g w a s g u i d e d b y l e g a l c o n s i d e r a t i o n s , a s h e ( P 6 3 ) m a d e t h e
f o l l o w i n g c o m m e n t : A l l l i a b i l i t i e s i n t h e a c c o u n t i n g s e n s e a r e d e b t s i n t h e l e g a l s e n s e ,
b u t t h e c o n v e r s e i s n o t t r u e . T h i s a r g u m e n t l i t e r a l l y s u g g e s t s t h a t ' a c c o u n t i n g
l i a b i l i t i e s ' a r e a s u b s e t o f ' l e g a l d e b t s ' , a p o s i t i o n i n c o n s i s t e n t w i t h d e f i n i t i o n s
r e a c h e d i n l a t e r t i m e s . C a n n i n g a l s o a r g u e d t h a t o b l i g a t i o n s w h i c h a r e e q u a l l y
p r o p o r t i o n a l l y u n p e r f o r m e d b y b o t h p a r t i e s w e r e n o t l i a b i l i t i e s i n a c c o u n t i n g . l ' "
C o n t r o v e r s y s u r r o u n d i n g b o n d s c o n t i n u e d . R o c k ( 1 9 2 1 , p 3 6 ) f o r e x a m p l e , r e f e r r e d t o
, . . . t h e w h o l e p r o b l e m o f r a i s i n g a n d a c q u i r i n g c a p i t a l , r e d e m p t i o n o f i n d e b t e d n e s s
a n d r e p l a c e m e n t o f c a p i t a l r e p r e s e n t e d t h e r e b y ' i n a p a p e r o n o n e p a r t i c u l a r s o u r c e o f
p o s s i b l e p r o b l e m s , t h e r e d e m p t i o n o f b o n d e d o r s i m i l a r i n d e b t e d n e s s . A c c o u n t i n g
Q u e s t i o n s ( 1 9 3 0 ; 1 9 3 1 ) c o n t i n u e d t o c o n s i d e r v a r i o u s i s s u e s , b u t t o l i t t l e a v a i l a s
r e g a r d s u n d e r l y i n g r e a s o n i n g .
D i s c u s s i o n o f a l a c k o f d i s c l o s u r e o f c o n t i n g e n t l i a b i l i t i e s a l s o c o n t i n u e d ( M a r s h ,
1 9 2 2 , p 2 3 - 2 4 ) , 3 ° 7 t h o u g h i l l u s t r a t i o n s o f i t e m s t h e n i n c l u d e d i n f i n a n c i a l s t a t e m e n t s
w e r e p r o v i d e d ( M e i n h a r d t , 1 9 2 2 , p I 9 1 ) . 3 0 8 B e c k m a n ( 1 9 2 3 , p 3 4 3 - 3 4 4 ) c r i t i c i s e d t h e
l a c k o f a d h e r e n c e ' t o t h e s t r i c t a n d e x a c t i n g r e q u i r e m e n t s o f a c c u r a c y ' i n t h e
p r e s e n t a t i o n o f v a r i o u s c o n t i n g e n c i e s i n f i n a n c i a l s t a t e m e n t s . G u n d e l f i n g e r ( 1 9 2 4 ,
p 4 2 3 ) a g r e e d , f i n d i n g v a r i o u s p o s s i b l e t r e a t m e n t s o f a c o n t i n g e n t l i a b i l i t y . W h i t w o r t h
( 1 9 2 6 , p I 8 2 - 1 8 3 ) i d e n t i f i e d s i m i l a r a p p l i c a t i o n s w i t h i n t h e a u t o m o b i l e i n d u s t r y ,
a r g u i n g f o r m o r e u n i f o r m i t y .
C h a m b e r l a i n ( 1 9 2 6 , p 4 2 3 - 4 2 4 ) s u p p o r t e d t h e c r e a t i o n o f a c t u a l a c c o u n t s f o r
c o n t i n g e n c i e s , b u t a r g u e d t h e s e w e r e p a r t o f o w n e r s ' e q u i t y . N a r l i a n ( 1 9 2 8 , p 8 6 )
3 0 5 C a n n i n g ( p 5 4 - 5 5 ) h a d p o i n t e d o u t t h a t t h e t e r m w a s ' o n e o f t h e o l d e s t t e r m s i n u s e i n w r i t i n g s i n
E n g l i s h o n t h e s u b j e c t . W h a t e v e r m a y h a v e b e e n t h e g r o u n d s f o r i t s e a r l y a d o p t i o n , i t c a n n o w b e s a i d
t h a t t h e t e r m i s s e r i o u s l y c o n f u s i n g a n d m i s l e a d i n g . '
3 0 6 H e n d e r s o n ( 1 9 7 4 , p 1 6 9 & 1 7 5 ) s u g g e s t s t h i s i s t h e f i r s t u s e o f t h e e x p r e s s i o n i n t h e a c c o u n t i n g
l i t e r a t u r e . M y e r s ( 1 9 6 2 , p 5 ) m a k e s a s i m i l a r p o i n t i n t h e c o n t e x t o f l e a s e s . R e l a t e d i s s u e s w o u l d t o
c o n t i n u e t o b e d i s c u s s e d ( C a r p e n t e r & W o j d a k , 1 9 7 1 ) .
3 0 7 M a r s h ( 1 9 2 2 , p 2 3 - 2 4 ) , ' A n i t e m t h a t i s t o o o f t e n o v e r l o o k e d i s a f i r m ' s c o n t i n g e n t l i a b i l i t i e s . T h e s e
m a y c o n s i s t o f i t s e n d o r s e m e n t s o n p a p e r d i s c o u n t e d , g u a r a n t e e s o f a c c o u n t s , f o r w a r d c o n t r a c t s f o r
m a t e r i a l a n d a n y o t h e r l i a b i l i t y t h a t m a y b e i n c u r r e d a n d d o e s n o t s h o w o n t h e f a c e o f t h e s t a t e m e n t .
' D u r i n g t h e p a s t y e a r s h r i n k a g e s i n v a l u e s o f c o m m o d i t i e s h a v e o c c u r r e d t h a t h a v e p l a c e d t h o r o u g h l y
s o l v e n t c o n c e r n s i n a s h a k y p o s i t i o n b e c a u s e o f t h e i r i n a b i l i t y s a t i s f a c t o r i l y t o a d j u s t c o n t r a c t s w h i c h
e x i s t e d b e f o r e t h e s h r i n k a g e . S u c h c o n t r a c t s h a v e c r e a t e d c o n t i n g e n t l i a b i l i t i e s t h a t r i s e u p a t t h e m o s t
u n e x p e c t e d t i m e s t o " s m i t e " t h e m e r c h a n t o r m a n u f a c t u r e r w i t h a m o s t e m b a r r a s s i n g d e m a n d f o r
p a y m e n t . '
3 0 8 M e i n h a r d t ( 1 9 2 2 , p 1 9 1 ) l i s t e d B o n d s , C u r r e n t L i a b i l i t i e s ( B i l l s p a y a b l e , T r a d e a c c o u n t s p a y a b l e ,
U n c l a i m e d s a c k s , P a y r o l l a c c r u e d , B o n d i n t e r e s t a c c r u e d , T a x e s a c c r u e d , R o y a l t i e s a c c r u e d ) a n d
R e s e r v e s ( D e p r e c i a t i o n o f b u i l d i n g s , D e p r e c i a t i o n o f m a c h i n e r y , D e p l e t i o n o f q u a r r y l a n d s ,
C o n t i n g e n c i e s , D o u b t f u l a c c o u n t s , R e d e m p t i o n o f s a c k s ( u n e a r n e d p r o f i t » .
1 1 0
a n a l y s e d v a r i o u s s c h e m e s f o r i n s t a l m e n t f i n a n c i n g o f a u t o m o b i l e s a n d t h e i r e f f e c t s o n
r e p o r t s o f a d e a l e r . O f p a r t o f N a r l i a n ' s a r g u m e n t , a n E d i t o r i a l ( 1 9 2 8 c , p 1 9 7 - 1 9 8 )
r e p o r t e d t h a t s e v e r a l r e a d e r s b e l i e v e d t h e y c o n t a i n e d ' h e r e s y ' . D e b a t e w a s o n ' p r o p e r
a c c o u n t i n g p r o c e d u r e ' a n d t h e s o u r c e f r o m w h i c h i t i s d e v e l o p e d . S o m e a r g u e d l e g a l
o p i n i o n s p l a y e d n o p a r t i n d i s c l o s u r e o f c o n t i n g e n t l i a b i l i t i e s . T h e o n l y r e a s o n f o r
n o n - d i s c l o s u r e w a s i t b e i n g o f a n i n s i g n i f i c a n t m a g n i t u d e . l ' "
N a r l i a n ( 1 9 2 8 , p 9 4 ) s u g g e s t e d t e r m i n o l o g y t o c l a s s i f y s e l e c t e d c r e d i t b a l a n c e s i n t o
' i m p u r e ' a n d ' t r u e ' r e s e r v e s . S a x e ( 1 9 2 9 , p 3 8 ) d i s a g r e e d w i t h N a r l i a n ' s r e a s o n i n g ,
s u g g e s t i n g c o n t i n g e n t l i a b i l i t i e s b e a t t a c h e d a t t h e f o o t o f a p r o f o r m a F i n a n c i a l
S t a t e m e n t . C o n t i n g e n t l i a b i l i t i e s w e r e b a s e s f o r d i s c u s s i o n i n A c c o u n t i n g Q u e s t i o n s
( 1 9 3 0 a , p 3 1 3 - 3 1 4 ; 1 9 3 0 b , p 3 9 2 - 3 9 3 ; 1 9 3 1 a , p 2 3 2 ; 1 9 3 2 , p 3 1 3 - 3 1 4 ) . C o n f l i c t i n g
a n s w e r s w e r e p r o v i d e d , l e a v i n g i t t o t h e r e a d e r t o c o n s i d e r i m p l i c a t i o n s f o r a
d e f i n i t i o n o f ' l i a b i l i t i e s ' .
A s r e g a r d s f u n d a m e n t a l q u e s t i o n s o f d e f i n i t i o n , K o h l e r ( 1 9 2 9 , p 1 9 2 ) w a r n e d o f a l a c k
o f d e f i n i t i o n s i n a c c o u n t i n g . A f o r m a l r e l a t i o n s h i p r e m a i n e d e l u s i v e a m o n g v a r i o u s
e l e m e n t s i n a s e t c o n t e x t . L a t e r , C h a m b e r s ( 1 9 6 6 a , p 1 2 8 - 1 3 1 ) w o u l d d e v e l o p a s e t o f
g e n e r a l r u l e s o f t h e d o u b l e - e n t r y r e c o r d i n g s y s t e m . A n o t h e r e x a m p l e w o u l d b e t h e
d e v e l o p m e n t b y P a t o n ( 1 9 2 2 , p 3 7 - 3 8 ) o f a s c h e m a t a o f t h e s o u r c e s f r o m w h i c h a n
e n t i t y h a s f i n a n c e d a s s e t s a t a p a r t i c u l a r p o i n t i n t i m e . H o w e v e r , d i f f i c u l t i e s i n t r e a t i n g
d e f e r r e d c r e d i t s c o n t i n u e d . T e r m i n o l o g y D e p a r t m e n t ( 1 9 2 3 , p 1 4 2 ) s u p p o r t e d t h e i r
i n c l u s i o n o n a b a l a n c e s h e e t , 3 l O a s d i d G u n d e l f i n g e r ( 1 9 2 4 , p 4 2 2 ) .
4 . 3 F r a n k l i n R o o s e v e l t a n d t h e n e w d e a l
T h e a f t e r m a t h o f t h e G r e a t C r a s h i n c l u d e d a m a j o r e c o n o m i c d e p r e s s i o n ( G a l b r a i t h ,
1 9 7 1 ; C h a t o v , 1 9 7 5 , p 2 2 ) . A t t a c k s " ! o n b i g b u s i n e s s b y v a r i o u s g r o u p s ( l i b e r a l s ,
p r o g r e s s i v e s , s o c i a l i s t s a n d c o m m u n i s t s ) g r e w s t r o n g e r i n t h e c h a o s . M a n a g e m e n t h a d
f e w , b u t i n a d e q u a t e , a n s w e r s t o t h e c r i t i c s w h o d e m a n d e d s o c i a l a n d c o r p o r a t e
r e f o r m . P r o t e c t i o n w a s s o u g h t f r o m c o r p o r a t e a b u s e s n o t o n l y f o r i n v e s t o r s a n d
c o n s u m e r s b u t a l s o f o r e m p l o y e e s a n d s m a l l b u s i n e s s p e o p l e .
I n t h e 1 9 3 2 c a m p a i g n s , H o o v e r ' s p o l i c i e s i n c l u d e d s e l f - r e g u l a t i o n , b u t w i t h t h e
p r o v i s o t h a t i f f o u n d l a c k i n g , n e w l e g i s l a t i o n t o p r e v e n t a b u s e s w o u l d f o l l o w . F D R ' s
3 0 9 S p e r r y ( \ 9 2 8 , p 1 2 2 ) s u g g e s t e d , ' C o n t i n g e n t l i a b i l i t i e s a r e e v e n m o r e t r o u b l e s o m e t o a s c e r t a i n a n d
s t a t e c o r r e c t l y f r o m t h e p o i n t o f v i e w o f t h e a c c o u n t a n t a n d t h e b a n k e r . T h e s o l u t i o n t o t h e p r o b l e m i s
f a r o f t e n f o u n d i n t h e c o m p l e t e a b s e n c e o f a n y s t a t e m e n t a b o u t s u c h i t e m s . '
3 1 0 T e r m i n o l o g y D e p a r t m e n t ( 1 9 2 3 , p I 4 2 ) , ' B a l a n c e S h e e t A s t a t e m e n t o f t h e f i n a n c i a l p o s i t i o n o f a n
u n d e r t a k i n g a t a s p e c i f i e d d a t e , p r e p a r e d f r o m t h e b o o k s k e p t b y d o u b l e e n t r y , s h o w i n g o n t h e o n e s i d e
t h e a s s e t s a n d , o n t h e o t h e r , t h e l i a b i l i t i e s a n d a c c o u n t a b i l i t i e s ( f o r p r o p r i e t o r s h i p o r t r u s t f u n d s ) a n d t h e
s u r p l u s o r d e f i c i t i s s h o w n o n t h e o n e s i d e o r t h e o t h e r a s t h e c a s e m a y b e . T h e a s s e t s i d e m a y i n c l u d e
d e f e r r e d d e b i t i t e m s a n d t h e l i a b i l i t y s i d e m a y i n c l u d e d e f e r r e d c r e d i t i t e m s a n d r e s e r v e s ( e x c e p t t h o s e
a p p l i e d i n r e d u c t i o n o f a s s e t s . '
3 1 1 H a w k i n s ( \ 9 6 2 , p 3 8 5 ) c o m m e n t e d , ' A s t h e " n e w e r a o f p r o s p e r i t y " b e c a m e t h e " g r e a t d e p r e s s i o n " ,
t h e a t t a c k o n b i g b u s i n e s s a n d i t s a t t e n d a n t d e m a n d f o r g r e a t e r c o r p o r a t e p u b l i c i t y w a s r e o p e n e d w i t h
n e w v i g o r . T h e m i s e r y o f t h e d e p r e s s i o n , a n d t h e f i n a n c i a l c h i c a n e r y r e v e a l e d a t t h e h e a r i n g s o n s t o c k
e x c h a n g e p r a c t i c e s c o n d u c t e d b y t h e S e n a t e C o m m i t t e e o n B a n k i n g a n d C u r r e n c y d u r i n g 1 9 3 2 a n d
1 9 3 3 , l e d t o a w i d e s p r e a d p u b l i c d e s i r e f o r e c o n o m i c a n d s o c i a l r e f o r m ; t h e c r i t i c s k n e w w h a t r e f o r m s
w e r e n e c e s s a r y a n d t h e p u b l i c w e r e a g a i n s y m p a t h e t i c t o t h e c r i t i c s ' p r o p o s a l s . '
1 1 1
p o l i c i e s i n c l u d e d t h e p r o t e c t i o n o f t h e i n v e s t i n g p u b l i c b y t h e r e q u i r e m e n t o f ' t r u t h i n
s e c u r i t i e s ' d e a l i n g s b a s e d o n ' t r u e i n f o r m a t i o n ' b e i n g f i l e d w i t h g o v e r n m e n t . G e n e r a l
a n d v a g u e s t a t e m e n t s w e r e t o b e m a d e c l e a r b y F D R i f a n d w h e n e l e c t e d ( S o b e l ,
1 9 6 5 , p 2 8 4 - 2 8 5 ) . 3 1 2 I n 1 9 3 2 F D R w a s e l e c t e d P r e s i d e n t .
E a r l i e r i n 1 9 3 2 , a S e n a t e C o m m i t t e e i n q u i r y w a s s e t u p , p a r a d o x i c a l l y ' ! ' b y t h e
R e p u b l i c a n c o n t r o l l e d h o u s e . I r o n i c a l l y , t h e investi~ation's f i n d i n g s w e r e n o t a s
e x p e c t e d . l ' " T h e i n v e s t i g a t i o n f o u n d f r a u d , d u p l i c i t y " a n d o t h e r e x c e s s e s ( i n v o l v i n g
t h e u s e o f h o l d i n g c o m p a n i e s a m o n g t h e e l e c t r i c i t y , g a s a n d w a t e r u t i l i t i e s ) . 3 1 6 T h e
s c e n e w a s s e t f o r a c t i o n t o r e f o r m a n d c o n t r o l b y l e g i s l a t i o n . T h e p h i l o s o p h y b a s e d
o n c a v e a t e m p t o r , u s e d s o s u c c e s s f u l l y b y o p e r a t o r s o n W a l l S t r e e t i n t h e p a s t a n d
w h i c h h a d u n d e r p i n n e d U K f i n a n c e d u r i n g t h e 1 9
t h
a n d e a r l y p a r t o f t h e 2 0
t h
C e n t u r y ,
w a s s e r i o u s l y c h a l l e n g e d ( H a w k i n s , 1 9 6 2 , p 3 8 8 - 3 9 5 ; S o b e l , 1 9 6 5 , p 2 8 6 ; C h a t o v ,
1 9 7 5 , p 3 0 - 3 1 ) .
R i p l e y g a v e t e s t i m o n y b u t n o w h a d f u r t h e r a n d m o r e r e c e n t a b u s e s t o s u p p o r t h i s
1 9 2 0 s ar~ument f o r c o m p u l s o r y p u b l i c i t y . U s i n g t h e b i b l i c a l a n e c d o t e o f o r p h a n s a n d
w i d o w s ' 7 w h o r e q u i r e d p r o t e c t i o n , h e a r g u e d t h a t c o r p o r a t e f i n a n c i a l r e p o r t s f o r
i n d u s t r i a l c o n c e r n s r e q u i r e d l e g i s l a t i o n a s f o u n d i n o t h e r a r e a s l i k e r a i l r o a d s , a
s u g g e s t i o n m a d e o v e r t i m e ( B e n t l e y , 1 9 1 2 , 1 9 1 2 a ) . I n s t e a d o f t h e s y s t e m b a s e d o n
s e c r e c y p r e v i o u s l y u s e d , a t r u s t e e t y p e r e l a t i o n s h i p w a s s u g g e s t e d a s t h e b a s i s f o r
r e f o r m s w i t h l e g a l b a c k i n g . A r g u a b l y , t h e l i n k w i t h t h e U K r e g u l a t i o n w a s n o w a t a n
a p e x ( H a w k i n s , 1 9 6 2 , p 3 9 4 - 3 9 6 , p 4 0 9 ; C h a t o v , 1 9 7 5 , p 3 3 - 3 4 ) .
I s s u e s r a i s e d r e g a r d i n g a c c o u n t i n g w e r e c o n s i d e r e d b y F D R ' s r e f o r m e r s . T h e i r v i e w s
w e r e i n c o r p o r a t e d i n t o t h e S e c u r i t i e s A c t o f 1 9 3 3 ( w h i c h g a v e s w e e p i n g p o w e r s t o t h e
F T C ) , t h e l a t e r S e c u r i t i e s a n d E x c h a n g e A c t o f 1 9 3 4 ( w h i c h t r a n s f e r r e d t h o s e F T C
p o w e r s t o t h e n e w S e c u r i t i e s a n d E x c h a n g e C o m m i s s i o n ) a n d t h e T e n n e s s e e V a l l e y
A u t h o r i t y A c t . H e r e , e m p h a s i s i s o n t h e S e c u r i t i e s a n d E x c h a n g e A c t .
T h e e s t a b l i s h m e n t o f t h e S E C a n d i t s e f f e c t s h a v e b e e n t h e s u b j e c t o f n u m e r o u s
a r t i c l e s
3 1 8
a n d b o o k s o v e r t h e y e a r s . C h a t o v ( 1 9 7 5 ) p r o v i d e s o n e o f t h e m o r e
3 1 2 R e c o u r s e t o ' t r u t h ' w o u l d b e r e l i e d o n a g a i n i n t h e n e w m i l l e n n i u m r e f o r m s o f t h e S a r b a n e s - O x l e y
A c t .
3 1 3 S o m e R e p u b l i c a n s w e r e e x p e c t i n g D e m o c r a t s u p p o r t e r s ( i n c l u d i n g K e n n e d y o f w h o m m o r e i s
d i s c u s s e d l a t e r ) t o u s e b e a r r a i d t a c t i c s t o e m b a r r a s s H o o v e r .
3 1 4 A s h a s b e e n d i s c o v e r e d u n d e r U K a n d A u s t r a l i a n R o y a l C o m m i s s i o n s o v e r t i m e , t h e y a r e s e e n a s
p o l i t i c a l l y d a n g e r o u s a s t h e y t e n d t o h a v e u n f o r e s e e n f i n d i n g s .
3 " O n e f i n d i n g w a s t h a t a m a r k e t i n g p e r s o n o n b e h a l f o f s o m e g r o u p s h a d s e n t c h e q u e s t o f i n a n c i a l
a n a l y s t s a n d j o u r n a l i s t s o f l e a d i n g p a p e r s f o r f a v o u r a b l e c o m m e n t s ( S o b e l , 1 9 6 5 , p 2 8 5 - 2 8 6 ) .
3 1 6 C e r t a i n l y t h e f i n d i n g s f r o m t h e i n v e s t i g a t i o n s ( i n t r o d u c e d e a r l i e r i n 4 . 4 ) i n t o t h e K r e u g e r & T o l l
c a s e ( V a l i a n c e , 1 9 5 5 , p I 5 5 - 1 6 6 ; H a w k i n s , 1 9 6 2 , p 3 9 7 - 3 9 8 ) a n d t h e I n s u l l c a s e ( V a l i a n c e , 1 9 5 5 , p 1 6 7 -
1 7 9 ; H a w k i n s , 1 9 6 2 , p 3 9 8 - 4 0 0 ) s u p p o r t e d t h e c a s e f o r m a j o r r e f o r m .
3 1 7 T h e H o l y B i b l e ( 1 9 8 4 , J a m e s 1 , 2 7 ) .
3 1 8 B e n s t o n ( 1 9 7 6 , p 4 8 3 ) , ' T h o u g h t h e U . S . F e d e r a l S e c u r i t i e s A c t s w e r e m o d e l l e d a f t e r t h e U . K .
C o m p a n i e s A c t s ( w h i c h p r e d a t e d t h e m b y a l m o s t a c e n t u r y ) , t h e y a r e a d m i n i s t r a t e d q u i t e d i f f e r e n t l y . '
1 1 2
c o n t r o v e r s i a l i n s t a n c e s . W h i l s t Z e f f ( 1 9 7 6 ) i n a r e v i e w w r o t e o f h i s m a j o r m i s g i v i n g s
o f t h e a r g u m e n t , r e s e a r c h m e t h o d s a n d c o n c l u s i o n s r e a c h e d , C h a t o v d o e s p r o v i d e
s o m e c h a l l e n g i n g p r o p o s i t i o n s w h i c h a t t a i n e d c r e d i b i l i t y a f t e r u n e x p e c t e d c o l l a p s e s
a n d o t h e r f i n a n c i a l m a r k e t p r a c t i c e s r e v e a l e d i n v a r i o u s i n v e s t i g a t i o n s i n t h e 1 9 7 0 s
a n d b e y o n d - e x t e n d i n g i n t o t h e n e w m i l l e n n i u m .
I n a l e s s c o n t r o v e r s i a l o v e r v i e w , d e B e d t s , ( 1 9 6 4 , p v i i i ) f o u n d t h e S E C n o t a n t i -
b u s i n e s s b u t a s o c i a l c o n t r o l . i ' " T e n s i o n s w e r e c e r t a i n l y h e i g h t e n e d b y t h e e m e r g e n c e
o f t h e S E C . H o w e v e r , a s i s o f t e n t h e c a s e , s o m e d e b a t e s w e r e a t c r o s s p u r p o s e s . T h e
f i g h t o f t h e r e f o r m e r s a g a i n s t f r a u d a n d c o r r u p t i o n w a s s i d e - t r a c k e d i n t o b e i n g a g a i n s t
' b i g n e s s ' . T h e a t t e m p t o f t h e r e f o r m e r s t o r e v i t a l i s e c a p i t a l i s m w a s s i d e - t r a c k e d ,
b e i n g s e e n b y s o m e a s s e e k i n g i t s d e s t r u c t i o n ( S o b e l , 1 9 6 5 , p 2 9 8 - 2 9 9 ) .
F D R s o u g h t t o r e - e s t a b l i s h t h e i d e a t h a t t h o s e w h o m a n a g e d c o r p o r a t i o n s u s i n g ' o t h e r
p e o p l e ' s m o n e y ' w e r e t o a c t a s t r u s t e e s .
3 2 0
T h e o n u s o f p r o v i d i n g t h e w h o l e t r u t h o f
a f f a i r s o f t h o s e c o r p o r a t i o n s w o u l d b e p l a c e d o n t h a t m a n a g e m e n t . T h i s c o n f l i c t e d
w i t h t h e c a v e a t e m p t o r p r i n c i p l e u n d e r l y i n g i n t e r r e l a t i o n s h i p s f o u n d o n W a l l S t r e e t .
W h i l e i n e a r l i e r t i m e s s u c h a s u g g e s t i o n w a s s e e n a s a f l a g r a n t i n t e r f e r e n c e o f
g o v e r n m e n t i n b u s i n e s s , n o w i t w a s a c c e p t e d a s a m i n i m a l r e q u i r e m e n t ( S o b e l , 1 9 6 5 ,
p 2 9 3 - 2 9 4 ) .
T h e v i e w s o f t h e r e f o r m e r s w h o s o u g h t l e g i s l a t i o n t o p r o t e c t i n v e s t o r s w e r e g i v e n
s u p p o r t b y e v i d e n c e a n d a n a l y s e s i n B e r l e a n d M e a n s ~1932). B e r l e , a p r o f e s s o r o f
l a w , b e c a m e a m e m b e r o f R o o s e v e l t ' s ' b r a i n t r u s t " 1 a s s e m b l e d t o a d v i s e t h e
P r e s i d e n t o n h o w r e c o v e r y f r o m t h e d e p r e s s i o n w o u l d b e s t b e c a r r i e d o u t a n d h o w a
r e c u r r e n c e m i g h t b e p r e v e n t e d .
3 2 2
3 1 9 d e B e d t s , ( 1 9 6 4 , p v i i i , e m p h a s i s a d d e d ) , ' . _ . a s a v i t a l p a r t o f t h e N e w D e a l ' s p r a g m a t i c
e x p e r i m e n t a l e v o l u t i o n , w i t h i t s P r o g r e s s i v i s m m o r e a n t i f r a u d a n d a n t i c o r r u p t i o n t h a n a n t i b i g n e s s . T h e
c o n c l u s i o n w a s r e a c h e d t h a t t h e S E C f u r n i s h e d a n o u t s t a n d i n g d e m o n s t r a t i o n o f t h e N e w D e a l ' s i n t e n t
t o r e v i t a l i z e A m e r i c a n c a p i t a l i s m r a t h e r t h a n s e e k i t s d e s t r u c t i o n . T h i s s u c c e s s f u l l y c o n s o l i d a t e d
a g e n c y b r o u g h t a b o u t b o t h a c c e p t a n c e a n d e x p a n s i o n o f s o m e o f t h e N e w D e a l ' s m o s t e n d u r i n g
r e f o r m s , r e p l a c i n g i m p r o p e r f i n a n c i a l p r a c t i c e s w i t h s t a n d a r d s o f e t h i c a l c o n d u c t . N o t o n l y d i d t h i s
r e g u l a t o r y a g e n c y f u r n i s h t h e a n s w e r t o t h e p r o t e c t i o n o f t h e i n v e s t o r , b u t t h r o u g h t h e S E C t h e N e w
D e a l a c c o m p l i s h e d t h e n e c e s s a r y d e m o c r a t i z a t i o n a n d s o c i a l c o n t r o l o f t h e w o r l d o f f i n a n c e . '
3 2 0 B e r l e ( 1 9 5 4 , p 1 6 9 ) w o u l d l a t e r r e c a l l a d e b a t e w i t h t h e l a t e P r o f e s s o r D o d d , o f H a r v a r d L a w S c h o o l ,
w h o a r g u e d t h a t c o r p o r a t e p o w e r s w e r e h e l d i n t r u s t f o r t h e e n t i r e c o m m u n i t y . B e r l e h a d a r g u e d t h e s e
p o w e r s w e r e h e l d i n t r u s t f o r s h a r e h o l d e r s . H e c o n c l u d e d t h a t ( a t l e a s t f o r t h e t i m e b e i n g ) D o d d ' s
c o n t e n t i o n h a d w o n . T h e e s s e n c e o f t h i s d e b a t e i s a l s o d i s c u s s e d b y H a w k i n s ( 1 9 6 2 , p 4 0 9 - 4 1 4 ) . I t
c o n t i n u e s t o p r e s e n t t i m e s a s t h e d e b a t e s l i k e t h a t o f w h e t h e r o r n o t p h i l a n t h r o p i c a c t i o n s o f c o m p a n i e s
a r e l e g i t i m a t e u s e s o f c o r p o r a t e f u n d s .
3 2 1 N o t a l l w e r e i m p r e s s e d w i t h t h e ' b r a i n t r u s t ' e m p l o y e d b y R o o s e v e l t i n t h e e a r l y d a y s o f t h e
d e p r e s s i o n w h i c h w a s t o s p l i t i n a l l d i r e c t i o n s o n d o c t r i n a l p o i n t s . A r n o l d ( 1 9 3 7 , p 1 1 7 ) c o m m e n t e d ,
' T h e b r a i n t r u s t f e l l i n t o d i s r e p u t e a n d b e c a m e a p o l i t i c a l l i a b i l i t y r a t h e r t h a n a n a s s e t . . . . T h e t h i n k i n g
m e n o f t h e c o u n t r y w e r e a l l b u s y t h i n k i n g a n d t h e m o r e t h e y t h o u g h t , t h e m o r e m i x e d u p t h e y b e c a m e .
N o o n e c o u l d f i t t h e s o c i a l o r g a n i z a t i o n w h i c h h e s a w b e f o r e h i m i n t o t h e o r g a n i z a t i o n o f h i s d r e a m s . '
S o b e l ( 1 9 6 5 , p 2 8 9 ) s u g g e s t e d m a n y o n W a l l S t r e e t ' f e a r e d s o m e o f t h e " b r i g h t y o u n g m e n " w h o
s u r r o u n d e d t h e P r e s i d e n t . '
3 2 2 A r g u a b l y , B e r l e a n d M e a n s ( 1 9 3 2 ) w a s a b l u e p r i n t f o r t h e S e c u r i t i e s A c t s . T h e a u t h o r s g a v e c r e d i t
t o R i p l e y i n t h e p r e f a c e i n r e c o g n i t i o n o f h i s p i o n e e r i n g w o r k i n t h e a r e a ( H a w k i n s , 1 9 6 2 , p 3 8 6 ; C a r e y ,
1 9 6 9 , p 3 9 ) .
1 1 3
F r o m a n a n a l y s i s o f t h e c o n c e n t r a t i o n o f e c o n o m i c p o w e r i n a r e l a t i v e l y s m a l l n u m b e r
o f l a r g e c o r p o r a t i o n s i n t h e p e r i o d 1 9 1 5 - 1 9 3 0 , B e r l e a n d M e a n s ( 1 9 3 2 , p 3 0 4 ) h a d
s h o w n h o w t h e d i s p e r s i o n o f s t o c k o w n e r s h i p e n a b l e d m a n a g e m e n t t o c o n t r o l
c o r p o r a t e r e p o r t i n g , f i n a n c e s a n d t h e d i s t r i b u t i o n o f e a r n i n g s . T h e y c r i t i c i z e d t h e
i n a d e q u a c y o f i n f o r m a t i o n g i v e n t o i n v e s t o r s a n d , a s m e t e a r l i e r , p o i n t e d o u t m e t h o d s
o f a c c o u n t i n g m a n i p u l a t i o n t o s h o w a b n o r m a l p r o f i t s .
M a y ' s s u g g e s t e d m e t h o d t o o v e r c o m e t h i s p r o b l e m w a s t h e u s e o f c a p a b l e
a c c o u n t a n t s o f a h i g h d e g r e e o f i n t e g r i t y . H o w e v e r , B e r l e a n d M e a n s ( p 3 1 0 ) , s i n c e
r u l e s o f a c c o u n t i n g w e r e n o t y e t e v e n p a r t i a l l y r e c o g n i z e d a s r u l e s o f l a w , s u g g e s t e d
t h e l a c k o f a g r e e m e n t a m o n g a c c o u n t a n t s w a s a k e y r e a s o n f o r t h e f a i l u r e o f t h e l a w
t o r e c o g n i z e a c c o u n t i n g s t a n d a r d s . A c c o u n t a n t s l a c k e d a u n i f y i n g t h e o r y . H o w e v e r ,
t h e y c e r t a i n l y s a w t h e p o t e n t i a l o f a c c o u n t i n g r e p o r t s a n d t h e i r e x t e r n a l a u d i t b y a
p r o f e s s i o n a l a c c o u n t a n t a s k e y c o n t r o l d e v i c e s . T h e i r ' l i s t ' o f d i s a g r e e m e n t s ( p 3 1 0 -
3 1 1 ) a m o n g a c c o u n t a n t s ( w h i c h w o u l d l a t e r b e d e s c r i b e d a s ' c r e a t i v e ' a c c o u n t i n g
p r a c t i c e s ) c e r t a i n l y h a s a m o d e m l o o k .
T h e r e f o r m e r s ' v i e w s c r e a t e d t e n s i o n s , e s p e c i a l l y a m o n g b u s i n e s s l e a d e r s i n g e n e r a l
a n d a c c o u n t a n t s i n p a r t i c u l a r .
3 2 3
A s m i g h t b e e x p e c t e d , a t t a c k s o n r e f o r m i n g
l e g i s l a t i o n c a m e f r o m v a r i o u s a r e a s . O p p o s i t i o n f r o m t h e f i n a n c i a l c o m m u n i t y i n
g e n e r a l a n d s p e c i a l i s t s o f t h e E x c h a n g e i n p a r t i c u l a r l e d t o t h e S E C h a v i n g n o
j u r i s d i c t i o n o v e r t h e c r e d i t e l e m e n t f o u n d i n a n y s p e c u l a t i v e m a r k e t . I n s t e a d , c o n t r o l
w a s l e f t w i t h t h e F R B ( S o b e l , 1 9 6 5 , p 2 9 7 ) . 3 2 4 T h e e l e c t r i c i t y u t i l i t i e s a n d t h e i r s e c t o r
w a g e d a p o l i t i c a l a n d p u b l i c r e l a t i o n s c a m p a i g n a g a i n s t t h e T V A ( a n d t h e r e l a t e d
P u b l i c U t i l i t y H o l d i n g C o m p a n y A c t o f 1 9 3 5 ) . T h i s e f f o r t f a i l e d i n p a r t b e c a u s e o f t h e
w i d e s p r e a d d i s t r u s t o f b i g b u s i n e s s a n d f r o m t h e l a c k o f w i l l i n g l o b b y i s t s .
3 2 5
3 2 3 D e B e d t s ( 1 9 6 4 , p 4 6 - 4 7 ) c o m m e n t s , ' T h e a c c u m u l a t i o n o f t h e e v i d e n c e o f a r r o g a n t m i s u s e o f
d e p o s i t o r s ' f u n d s , o f b l a t a n t f i n a n c i a l p r i v i l e g e f o r t h e f a v o r e d f e w , a n d t h e c o m p l e t e a b s e n c e o f a n y
r e g a r d f o r t h e f i d u c i a r y r e s p o n s i b i l i t y t h a t f i n a n c i a l l e a d e r s y e t c l a i m e d a s t h e i r c h i e f d i s t i n c t i o n w e r e
a n g e r - p r o v o k i n g m a t e r i a l c o m m o n t o a l l . N o o n e c o u l d a t t e n d t h e P e c o r a I n v e s t i g a t i o n , n o r c o u l d t h e
p u b l i c f o l l o w t h e h e a r i n g s i n t h e p r e s s , w i t h o u t b e i n g c o n v i n c e d b e y o n d a l l d o u b t t h a t f i n a n c i a l l e a d e r s
a n d s p o k e s m e n t h o u g h t o f t h e m s e l v e s a s d i s t i n c t f r o m t h e r e s t o f t h e n a t i o n . T h e i r s o v e r e i g n c o m m a n d
o f f i n a n c e w a s , q u i t e c l e a r l y , b e i n g i n v a d e d b y a n u n d u l y i n q u i s i t i v e a n d r a t h e r i n s u b o r d i n a t e F e d e r a l
g o v e r n m e n t . . . . T h e i n v e s t m e n t b a n k e r s w h o p l e a d e d b e f o r e C o n g r e s s i o n a l c o m m i t t e e s f o r s o m e
a m e l i o r a t i o n o f t h e b i l l ' s r e s t r i c t i o n s f o u n d t h e y h a d b e e n d a m n e d o u t o f t h e m o u t h s o f t h e i r o w n
f e l l o w s . '
3 2 4 d e B e d t s ( 1 9 6 4 , p 5 1 , F o o t n o t e r e f e r e n c e o m i t t e d ) c o m m e n t s , ' A d o l f A . B e r l e , J r . , w r i t i n g o n t h e
s u b j e c t o f h i g h f i n a n c e s e v e r a l m o n t h s a f t e r t h e S e c u r i t i e s A c t w a s p a s s e d , i n d i c a t e d a d i s a p p o i n t m e n t
t h a t w a s f u n d a m e n t a l l y d i r e c t e d a t t h e f i n a n c i a l s y s t e m r a t h e r t h a n s p e c i f i c s h o r t c o m i n g s o f t h e b i l l
i t s e l f . T o B e r l e , o n e o f t h e o r i g i n a l B r a i n T r u s t e r s , i n v e s t m e n t b a n k e r s s t i l l d o m i n a t e d t h e f i n a n c i a l
s c e n e t o a n u n h e a l t h y d e g r e e , a n d t h e c o n t r o l o f n e w c o r p o r a t e s e c u r i t y i s s u e s t h a t h a d s l i p p e d f r o m
t h e i r g r a s p i n t h e 1 9 2 0 ' s h a d l a t e l y b e e n r e g a i n e d t h r o u g h d e v i c e s s u c h a s t h e i n v e s t m e n t t r u s t a n d t h e
p y r a m i d h o l d i n g c o m p a n y . T h e S e c u r i t i e s A c t a s t h e n a t i o n a l e q u i v a l e n t o f t h e s t a t e b l u e - s k y l a w s t h u s
w a s i n a d e q u a t e , B e r l e t h o u g h t , b e c a u s e i t e x c l u d e d o n l y f r a u d u l e n t f i n a n c e . T h e p r o b l e m o f p o w e r
a r i s i n g f r o m f i n a n c i a l c o n t r o l e x e r c i s e d b y i n v e s t m e n t b a n k e r s w a s n o t s o l v e d , s i n c e t h e f u n d a m e n t a l s
r e m a i n e d u n c h a n g e d e v e n t h o u g h t h e S e c u r i t i e s A c t s e r v e d t o c l e a n u p m a n y f i n a n c i a l p r a c t i c e s a n d
e t h i c s . '
3 2 5 I n s t e a d o f b e i n g s e e n a s p o l i t i c a l l o b b i e s , v a r i o u s a s s o c i a t i o n s w e r e f o r m e d a s ' r e s e a r c h i n s t i t u t e s ' , a
p r a c t i c e c o n t i n u e d t o p r e s e n t t i m e s .
1 1 4
F D R ' s s e l e c t i o n o f K e n n e d y a s t h e f i r s t C h a i r m a n o f t h e S E C s u r p r i s e d m a n y ( P r e v i t s
& M e r i n o , 1 9 9 8 , p 2 7 4 ) . H o w e v e r , h e e n d e d t h e s o - c a l l e d ' s t r i k e o f c a p i t a l ' ( C h a t o v ,
1 9 7 5 , p 7 4 - 7 5 ) b y o p p o n e n t s a l t h o u g h d u r i n g h i s t e n u r e s e v e r a l p r o s e c u t i o n s a n d k e y
i n d i c t m e n t s r e s u l t e d . B y 1 9 3 6 , t o s o m e t h e S E C w a s s e e n a s a d o m i n a n t f o r c e o n W a l l
S t r e e t a n d t h e N Y S E n o l o n g e r a c l o s e d p r i v a t e c l u b ( S o b e l , 1 9 6 8 , p 3 9 5 ) . O t h e r s , l i k e
C h a t o v ( 1 9 7 5 , p 1 1 3 ) , w e r e l e s s s u r e .
T h e a c c o u n t i n g p r o f e s s i o n , l a c k i n g p o l i c y p o s i t i o n s , s t r a t e g i e s a n d c o n s t r u c t i v e
p r o p o s a l s f o r d e a l i n g w i t h t h e n e w f e d e r a l l e g i s l a t i o n , h a d t o r e a c t t o t h e s e c u r i t i e s
a n d r e l a t e d a c t s . C a r e y ( 1 9 6 9 , p 4 3 ) w r i t e s t h a t d e s p i t e a l l t h e w a r n i n g s i g n s , A l A w a s
n o t p r e p a r e d f o r l e g i s l a t i o n i n t r o d u c e d i n 1 9 3 3 . I n d e e d , i t s u r p r i s e d t h e p r o f e s s i o n
w h i c h t h e n e n g a g e d l e g a l c o u n s e l i n W a s h i n g t o n . l ' " A l A r e a c t e d b y c r e a t i n g a
c o m m i t t e e t o d e a l w i t h t h e n e w l e g i s l a t i o n w h i c h w o u l d b e c a m e p i v o t a l f o r p o t e n t i a l
r e f o r m . I n d e e d , C h a t o v ( 1 9 7 5 , p 3 9 ) s u g g e s t s i t w e n t o n t o c a p t u r e t h e s t a n d a r d - s e t t i n g
p r o c e s s a n d t h w a r t g o v e r n m e n t i n t e r v e n t i o n . V '
A r g u a b l y , A l A w a s i n c r i s i s - m a n a g e m e n t m o d e . I t a c t e d a s a p r e s s u r e g r o u p m o r e
c o n c e r n e d w i t h i m p l i c a t i o n s f o r i t s m e m b e r s , e s p e c i a l l y t h o s e i n p r a c t i c e , r e g a r d i n g
• d e g r e e o f l i a b i l i t y f o r n e g l i g e n c e f a c e d b y a c c o u n t a n t s , a n d
• p r e s c r i p t i o n o f f o r m a n d c o n t e n t o f f i n a n c i a l s t a t e m e n t s . 3 2 8
I n 1 9 3 4 , t h i s l i a b i l i t y w a s m o d i f i e d ( E d w a r d s , 1 9 6 0 , p 1 5 7 ) a n d a d m i n i s t r a t i o n p a s s e d
t o t h e S E C . H o w e v e r , t h e p o t e n t i a l o f f i n a n c i a l s t a t e m e n t s p r e s c r i b e d b y a
g o v e r n m e n t b o d y c r e a t e d t e n s i o n s a m o n g a c c o u n t a n t s . V "
3 2 6 C a r e y ( p 4 3 ) w r i t e s , ' O n t h i s a n d o n m a n y o t h e r o c c a s i o n s t h e p r o f e s s i o n w a s f o r t u n a t e i n h a v i n g t h e
g u i d a n c e o f J u d g e C o v i n g t o n . H e w a s a h i g h l y r e s p e c t e d c i t i z e n o f t h e n a t i o n ' s c a p i t a l . H e w a s a n a b l e
l a w y e r , o f u n i m p e a c h a b l e i n t e g r i t y . H e a l s o h a d a c c e s s t o m e m b e r s o f C o n g r e s s a n d o f t h e e x e c u t i v e
b r a n c h .
' P e r h a p s a t J u d g e C o v i n g t o n ' s a d v i c e , t h e I n s t i t u t e d i d n o t a p p e a r f o r m a l l y a t t h e h e a r i n g s o n t h e
s e c u r i t i e s l e g i s l a t i o n . A f t e r a l l , t h e p r o f e s s i o n ' s r e c o r d i n d e v e l o p i n g s t a n d a r d s o f f i n a n c i a l r e p o r t i n g
w a s n o t i m p r e s s i v e . E v e n t h e b a s i c p h i l o s o p h y o u t l i n e d i n t h e s t o c k e x c h a n g e c o r r e s p o n d e n c e w a s n o t
y e t a v a i l a b l e f o r p u b l i c r e f e r e n c e . I f o f f i c i a l r e p r e s e n t a t i v e s o f t h e I n s t i t u t e h a d t e s t i f i e d a t h e a r i n g s ,
t h e y m i g h t h a v e b e e n s u b j e c t e d t o h o s t i l e q u e s t i o n i n g . T h i s c o u l d h a v e r e s u l t e d i n f u r t h e r a d v e r s e
p u b l i c i t y , a n d p o s s i b l y e v e n m o r e p u n i t i v e l e g i s l a t i o n t h a n t h a t p r o p o s e d . '
3 2 7 Z e f f ( 1 9 7 2 , p I 2 6 - 1 2 7 ) t r a c e s d e v e l o p m e n t s l e a d i n g u p t o t h e e s t a b l i s h m e n t o f C A P . A g a i n A l A
a p p o i n t e d G e o r g e 0 M a y a s c h a i r m a n .
3 2 8 E d w a r d s ( 1 9 6 0 , p 1 5 6 ) w r i t e s , ' T h e p a s s a g e [ i n 1 9 3 3 ] o f t h e S e c u r i t i e s A c t s o m e w h a t d i s t u r b e d t h e
p r o f e s s i o n b o t h b e c a u s e o f w h a t t h e p u b l i c a c c o u n t a n t s c o n s i d e r e d a n u n r e a s o n a b l e d e g r e e o f l i a b i l i t y
i m p o s e d u p o n t h e m , a n d b e c a u s e i t w a s f e a r e d t h a t t h e e n o r m o u s p o w e r c o n f e r r e d o r i g i n a l l y o n t h e
F e d e r a l T r a d e C o m m i s s i o n , w h i c h i n c l u d e d t h e p o w e r t o p r e s c r i b e f o r m s o f f i n a n c i a l s t a t e m e n t s , m i g h t
n o t b e w i s e l y a d m i n i s t e r e d . '
3 2 9 T h i s a r g u m e n t i s c o n s i s t e n t w i t h C a r e y ' s ( 1 9 6 9 , p 4 5 ) w r i t i n g o f a m e m o r a n d u m s u b m i t t e d b y t h e
A l A w h e n t h e 1 9 3 4 A c t w a s u n d e r c o n s i d e r a t i o n b y C o n g r e s s . I n t h e m e m o r a n d u m , o b j e c t i o n w a s
t a k e n t o t h e l i a b i l i t y p r o v i s i o n s o f t h e p r o p o s e d l e g i s l a t i o n . A s w e l l , t h e p r o p o s a l t h a t a q u a r t e r l y r e p o r t
b e c e r t i f i e d b y i n d e p e n d e n t p u b l i c a c c o u n t a n t s w a s q u e s t i o n e d . T h e I n s t i t u t e a l s o c h a l l e n g e d t h e p o w e r
g i v e n t o t h e S E C t o p r e s c r i b e u n i f o r m a c c o u n t i n g f o r i n d u s t r y . I t w a s p o i n t e d o u t ( r a t h e r f a c e t i o u s l y
p e r h a p s ) t h a t a t t e m p t e d u n i f o r m i t y i n t h e a c c o u n t i n g o f p u b l i c u t i l i t i e s a n d r a i l r o a d s h a d n o t r e s u l t e d i n
m o r e d e p e n d a b l e f i n a n c i a l s t a t e m e n t s i n t h o s e i n d u s t r i e s . R a t h e r , g r e a t e r a d v a n c e s i n a c c o u n t i n g h a d
o c c u r r e d i n u n r e g u l a t e d c o m p a n i e s .
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R e a c t i o n t o s o m e i s s u e s m i g h t b e s e e n a s t o o p r o f e s s i o n - f r i e n d l y . T h e s e i n c l u d e d
m a t t e r s l i k e t h e p u b l i c l i a b i l i t y o f t h e a c c o u n t a n t , o t h e r s t a k e h o l d e r s e x p e c t i n g t o o
m u c h o f a c c o u n t i n g r e p o r t s a n d t h e r e l a t e d a u d i t p r o c e s s a n d t h e a b i l i t y o f
g o v e r n m e n t v i a i t s C o m m i s s i o n t o p r e s c r i b e u n i f o r m p r a c t i c e s . r ' " W h a t s t a k e h o l d e r s
o t h e r t h a n a c c o u n t a n t s e x p e c t e d o f a c c o u n t i n g r e p o r t s c o n t i n u e d t o b e r e c y c l e d .
T h e p r o f e s s i o n w a s a r g u a b l y f o r t u n a t e a s t h e S E C t o o f a c e d i n s t i t u t i o n a l p r e s s u r e s . r "
C a r e y ( 1 9 6 9 , p 4 5 ) w r i t e s o f t h e p r e o c c u p a t i o n o f t h e e a r l y c o m m i s s i o n e r s a n d
a d m i n i s t r a t o r s o f t h e t w o a c t s w i t h
• o r g a n i z a t i o n a l i s s u e s ,
• t h e r u l e s , f o r m s a n d p r o c e d u r e s t o b e d e v e l o p e d ,
• p r o s e c u t i o n o f f l a g r a n t v i o l a t o r s , a n d
• p u b l i c a c c e p t a n c e o f t h e n e w e n v i r o m n e n t .
A l t h o u g h s o m e a r g u e d t h e S E C s h o u l d e x e r c i s e i t s a u t h o r i t y t o p r e s c r i b e a c c o u n t i n g
p r i n c i p l e s a n d m e t h o d s , i t f i n a l l y d e c i d e d n o t t o d o s o , p a r t l y p e r h a p s d u e t o t h e
p e r s u a s i v e n e s s o f A l A r e p r e s e n t a t i v e s l e d b y M a y ( M a y , 1 9 3 6 , p 6 3 - 6 6 e t s e q ; C a r e y ,
1 9 6 9 , p 4 6 ) . W h i l e i t i s p o s s i b l e t o d e b a t e t h e e x t e n t o f t h e A l A ' s i n f l u e n c e , i t s e e m s a
g r e a t e r i n f l u e n c e w a s t h e p h i l o s o p h y a d o p t e d b y t h e e a r l y S E C C o m m i s s i o n e r s . r ' ' ' A s
w e l l , t h e r e w e r e t h e p r e v i o u s e x p e r i e n c e s o f H e a l y ( r e c a l l F o o t n o t e 2 1 2 ) w h o
c a u t i o n e d o f p o t e n t i a l c o n s e q u e n c e s f r o m b u r e a u c r a t i c o v e r s i g h t a n d o v e r l o a d . ' 3
T h i s o u t c o m e i s c o n s i s t e n t w i t h C a r e y ' s ( 1 9 6 9 , p 4 6 ) c o n c l u s i o n t h a t t h e S E C a d o p t e d
a p o l i c y o f g r a d u a l i m p r o v e m e n t i n d i s c l o s u r e p r a c t i c e s . T h e i n i t i a t i v e t o p r o p o s e a n d
d e v e l o p a c c o u n t i n g s t a n d a r d s w a s l e f t t o t h e a c c o u n t i n g p r o f e s s i o n . T h e i s s u e o f t h e
r a t e o f i m p r o v e m e n t ( w a s a ' g r a d u a l ' r a t e s u f f i c i e n t ? ) w o u l d l e a d t o t e n s i o n s a m o n g
g r o u p s . A s w i l l b e a r g u e d i n C h a p t e r 7 , i t w a s a n i s s u e f a c e d b y C h a m b e r s i n h i s r o l e
i n t h e C F p r o j e c t a n d i t s r e l a t i o n s h i p w i t h C o C o A .
3 3 0 T h e m a t t e r o f a g o v e r n m e n t b o d y p r e s c r i b i n g a c c o u n t i n g s t a t e m e n t s c o n t i n u e d t o b e r a i s e d i n
s u c c e e d i n g d e c a d e s . ( S e e E d i t o r i a l , 1 9 4 6 a , p 3 6 1 ; M a y ( 1 9 4 6 ) ; E d i t o r i a l , 1 9 4 7 , p 4 5 6 ; C a r r o l l , 1 9 5 1 ,
p 1 1 ; T r u m b u l l , 1 9 5 3 , p 4 7 2 ; W e r t z , 1 9 5 3 , p 1 6 9 ; M e r i n o & N e i m a r k ( 1 9 8 2 ) , t o n a m e a f e w ) .
3 3 1 d e B e d t s ( 1 9 6 4 , p 8 8 ) w r i t e s o f t h e f i v e a p p o i n t m e n t s m a d e t o t h e n e w S E C . ' F o u r o f t h e m -
F e r d i n a n d P e c o r a , t h e a f f a b l e a n d r e l e n t l e s s q u i z m a s t e r o f t h e S e n a t e i n v e s t i g a t i o n , a n d L a n d i s ,
M a t h e w s , a n d J u d g e H e a l y o f t h e F T C - w e r e m o r e o r l e s s e x p e c t e d , b u t t h e o n e c h o s e n f o r t h e f i f t h
p o s i t i o n c r e a t e d c o n s i d e r a b l e s u r p r i s e a n d s o m e c h a g r i n . T h e n a m e o f J o s e p h P . K e n n e d y , a n d h i s
a p p o i n t m e n t t o t h e t o p f i v e - y e a r t e r m , b r o u g h t w i d e l y d i f f e r i n g r e a c t i o n s . '
3 3 2 d e B e d t s ( 1 9 6 4 , p 1 0 0 ) c o n c l u d e s , ' C o m m i s s i o n e r L a n d i s ' s p e e c h e s a n d a r t i c l e s i n t h e e a r l y d a y s o f
t h e S E C d e m o n s t r a t e d t h e d e v e l o p m e n t o f h i s i d e a s o n t h e r e s p o n s i b i l i t i e s o f A m e r i c a n b a n k i n g a n d
f i n a n c e . C o n t i n u a l l y p l e a d i n g t h e b e n e f i t s o f a s u p e r v i s e d s e l f - r e g u l a t i o n , L a n d i s g r a d u a l l y s h a p e d h i s
d i s t i n c t i v e p h i l o s o p h y o f t h e F e d e r a l a d m i n i s t r a t i v e a g e n c y a n d t h e a d m i n i s t r a t i v e p r o c e s s . . . . N e i t h e r
t h e f i n a n c i a l w o r l d n o r t h e S E C d a r e d f a i l , L a n d i s w a r n e d . T h e n a t i o n w a s s o d e e p l y d e t e r m i n e d t h a t
c o n d i t i o n s o f t h e l a t e t w e n t i e s n o t b e a l l o w e d t o r e p e a t t h e m s e l v e s . . . . '
l 3 3 d e B e d t s ( 1 9 6 4 , p 5 4 ) w r i t e s , ' J u d g e H e a l y ' s F T C e x p e r i e n c e t h e r e b y p l a y e d a n i m p o r t a n t p a r t i n
p r e v e n t i n g a n y r i g i d i t y o f a d m i n i s t r a t i v e f i a t . Z e a l o u s a n d m i s g u i d e d a t t e m p t s t o l e g i s l a t e r u l e s a n d
r e g u l a t i o n s r a t h e r t h a n l e t a r e g u l a t o r y b o d y s u b l e g i s l a t e t h e p o l i c y o f C o n g r e s s m i g h t h a v e l e d t o
w r e c k i n g s u c h a s t r u c t u r e b y a n e q u a l l y z e a l o u s r e a c t i o n l a t e r . T h e i n j u n c t i v e p r o c e s s a s i t w a s f i n a l l y
w r i t t e n g a v e t o t h e l e g i s l a t i o n a d i r e c t n e s s a n d a s t r e n g t h o f a c t i o n t h a t w a s t o s e t t h e t o n e f o r
s u c c e e d i n g m e a s u r e s ' .
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T e n s i o n s g r e w f o r a c c o u n t a n t s w i t h t h e d i s c o v e r y o f a n o t h e r m a j o r f r a u d - t h e
M c K e s s o n & R o b b i n s c a s e ( P r e v i t s & M e r i n o , 1 9 9 8 , p 2 9 4 - 2 9 6 ) . W r i t e r s h a v e
r e f e r r e d t o t h i s i n v a r i o u s c o n t e x t s . B r o w n ( 1 9 4 1 , p 5 2 7 ) s u g g e s t e d t h a t t h e c a s e w a s
o n e w h i c h e x c i t e d p u b l i c i n t e r e s t . r " T h r e e d e c a d e s l a t e r , C o o p e r a n d F l o r y ( 1 9 7 6 )
w o u l d c o m p a r e t h e c a s e w i t h t h a t o f E q u i t y F u n d i n g f r a u d ( A n d r e w s , 1 9 7 3 ; D e a n a n d
W o l n i z e r , 1 9 7 8 ) , p o i n t i n g o u t d i f f e r e n c e s , s i m i l a r i t i e s a n d l e s s o n s f o r a u d i t o r s .
C o m p r e h e n s i v e d i s c u s s i o n s o f t h e p a r t i c u l a r s o f t h e c a s e a r e f o u n d i n K e a t s ( 1 9 6 4 )
a n d S t a u n t o n ( 1 9 7 7 ) .
H o w e v e r , a s r e g a r d s t h i s s t u d y , a r g u a b l y t h e b e s t s u m m a r y i s M a c N e a l ' s ( 1 9 3 9 / 1 9 6 2 ,
p 5 7 ) . W h i l e s y m p a t h e t i c t o a n d d e f e n s i v e o f t h e p r o f e s s i o n a n d a c c o u n t a n t s . i " h e
c o n c l u d e d ,
B u t s o f a r a s t h e p u b l i c w a s c o n c e r n e d , M c K e s s o n a n d R o b b i n s w a s n o K r e u g e r
c a s e . T h e p u b l i c h a d b e e n s o e n c h a n t e d b y t h e r o l e o f t h e m a t c h k i n g a s a n
i n t e r n a t i o n a l s w i n d l e r , a n d s o a g o g a t a l l t h e r a m i f i c a t i o n s , t h a t i t d i d n ' t g e t
a r o u n d t o p l a c i n g b l a m e . B u t t h e r e w a s n o p u b l i c e n c h a n t m e n t a b o u t M c K e s s o n
a n d R o b b i n s . C o s t e r h a d n o n e o f K r e u g e r ' s g l a m o r ; i n t h e p u b l i c e y e h e w a s a
d i r t y l i t t l e c r o o k w h o h a d g o t a w a y w i t h a g i g a n t i c s w i n d l e . T h i s t i m e W a l l
S t r e e t w a s n o t i n v o l v e d i n t h e p u b l i c r e s e n t m e n t t h a t w e l l e d u p . T h e a c c o u n t a n t s
w e r e . M i l l i o n s o f d o l l a r s ' w o r t h o f d r u g s t h a t c o u l d b e w e i g h e d a n d m e a s u r e d
a n d f e l t , t u r n e d o u t t o b e f i c t i o n . F o r t h e f i r s t t i m e , t h e g r e a t u n i n i t i a t e d p u b l i c
a s k e d q u e s t i o n s i t h a d n e v e r a s k e d b e f o r e . W h a t o c c u p i e d t h e t i m e o f t h e p u b l i c
a c c o u n t a n t s w h o g o t f a t s u m s f o r a u d i t i n g ? W h a t w a s a n a u d i t f o r i f i t d i d n ' t
p r o t e c t t h e i n v e s t o r ? A n d w h a t , f o r t h a t m a t t e r , w a s p u b l i c a c c o u n t i n g ?
P e r h a p s a c c o u n t a n t s a n d t h e i r p r o f e s s i o n w e r e s p a r e d h a v i n g t o a n s w e r t h e q u e s t i o n s
p o s e d b y M a c N e a l a s W W I I i n t e r v e n e d a n d t h e t i m e s w o u l d d e m o n s t r a t e t h a t t h e
g r e a t c o r p o r a t i o n s a n d t h e i r [ p r i m a r i l y i n t e r n a l ] a c c o u n t i n g r e q u i r e m e n t s w e r e
i n d i s p e n s a b l e t o t h e m i l i t a r y e f f o r t . L i t t l e l e g i s l a t i o n o f c o n c e r n t o t h o s e i n t h e
a c c o u n t i n g p r o f e s s i o n f o l l o w e d . I n d e e d , t h e f o u r t h S E C C o m m i s s i o n e r ( F r a n k f r o m
1 9 4 0 ) w o u l d a r g u e c o o p e r a t i o n a m o n g g r o u p s w a s f a r b e t t e r t h a n c o m p e t i t i o n i n a r e a s
l i k e s t a n d a r d s e t t i n g . F o r t u i t o u s l y , w a r o r d e r s f r o m U K a n d E u r o p e w o u l d h e l p t h e
U S A e c o n o m y r e c o v e r ( S o b e l , 1 9 6 5 , p 3 0 8 - 3 1 0 ) .
3 3 4 B r o w n ( 1 9 4 1 , p 5 2 7 ) , ' T h e s e c a s e s h a v e t h e e f f e c t o f f o c u s i n g t h e p u b l i c i n t e r e s t o n t h e A u d i t i n g
p r o f e s s i o n , a n d i t i s o n l y a t t h e s e p a r t i c u l a r t i m e s t h a t a n y r e a l s t o c k o f o u r r e s p o n s i b i l i t i e s a n d
l i a b i l i t i e s i s t a k e n . A t t h e s e t i m e s A u d i t i n g p r o c e d u r e b e c o m e s n e w s ; C o m m i s s i o n s a r e s e t u p t o
i n q u i r e i n t o a u d i t i n g p r o c e d u r e a n d p r a c t i c e g e n e r a l l y . O b s e r v a t i o n s a r e m a d e a n d t h e a t t e n t i o n o f t h e
i n v e s t i n g p u b l i c i s d r a w n t o t h e e x t e n t a n d s c o p e o f t h e a u d i t o r s ' r e s p o n s i b i l i t i e s . '
3 3 5 M a c N e a l ' s ( 1 9 3 9 / 1 9 6 2 , p 5 7 ) , ' I n D e c e m b e r 1 9 3 8 t h e f a n t a s t i c m a n i p u l a t i o n . . . w a s d i s c l o s e d . T h e
p r o f e s s i o n w a s c h a g r i n e d ; a n o t h e r l a r g e f r a u d h a d n o t b e e n d e t e c t e d u n t i l i t w a s t o o l a t e . A c c o u n t a n t s
g e n e r a l l y w e r e c r i t i c a l o f P r i c e , W a t e r h o u s e a n d C o m p a n y , t h e f i n e o l d f i r m t h r o u g h w h o s e f i n g e r s t h e
c r i m i n a l s l i p p e d , y e t t h e y w e r e a l s o s y m p a t h e t i c f o r t h e g o o d r e a s o n t h a t w h i l e e v e r y a c c o u n t a n t
e x e r c i s e s a l l h i s v i g i l a n c e t o d i s c o v e r f r a u d , h e k n o w s t h a t f r a u d o n t h e g r a n d w i l l a l w a y s e x i s t a n d n o t
e v e r y c r o o k c a n b e c a u g h t . C o s t e r w a s a n o t h e r K r e u g e r , t h e y a r g u e d . I t m i g h t h a v e h a p p e n e d t o a n y o f
t h e m . '
1 1 7
4 . 3 . 1 T h e U K s c e n e
D u r i n g t h e 1 9 3 0 s , r a t i o n a l i s a t i o n a n d r e c o n s t r u c t i o n p l a n s
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c o n t i n u e d i n U K ( G r e e n
& M o s s , 1 9 8 2 , p I 4 7 - 2 0 3 ) . T h e i r q u a i n t l y t i t l e d C h a p t e r 9 ' U n s c r a m b l i n g E g g s '
c o n t a i n e d t h i s o b s e r v a t i o n ( 1 9 8 2 , p 1 6 5 ) ,
N o t s i n c e 1 8 7 8 , w h e n t h e C i t y o f G l a s g o w B a n k f a i l e d , h a d t h e f i n a n c i a l
c o m m u n i t y b e e n f o r c e d t o a d m i t t h a t l a r g e n u m b e r s o f p r i v a t e i n v e s t o r s h a d l o s t
t h e g r e a t e r p r o p o r t i o n o f t h e i r i n v e s t m e n t s i n a n u m b e r o f r e s p e c t e d c o m p a n i e s
t h a t h a d e n j o y e d t h e c o n f i d e n c e o f l e a d i n g f i n a n c i e r s a n d f i n a n c i a l j o u r n a l i s t s .
S e n t i m e n t s l i k e t h e s e a r e c e r t a i n l y c o n s i s t e n t w i t h t h e a r g u m e n t s C h a m b e r s w o u l d u s e
i n d e v e l o p i n g h i s C o C o A a s a p u b l i c i t y - o r i e n t e d a c c o u n t i n g s y s t e m - a d e v i c e t o
c o n t r o l c o r p o r a t i o n s a n d p r o t e c t i n v e s t o r s . P "
T h e 1 9 3 1 R M S P c a s e m e t e a r l i e r p r o v i d e d a m a j o r s h o c k
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( B i r k e t t a n d W a l k e r , 1 9 7 1 ) . T h e t r i a l f o c u s e d t h e c r i t i c i s m s m a d e o f a c c o u n t i n g
r e p o r t s f o r t h e p r e v i o u s 3 0 y e a r s , p a r t i c u l a r l y b y t h e j u d i c i a r y . t " U n t i l t h e n ( a n d e v e n
s u b s e q u e n t l y ) t h e p r o f e s s i o n a l b o d i e s
34o
h a d l o o k e d t o t h e l e g i s l a t i v e s y s t e m t o
d e t e r m i n e w h a t s h o u l d b e r e p o r t e d a b o u t a c o m p a n y ' s f i n a n c i a l a f f a i r s . A r g u a b l y , t h e
c a v e a t e m p t o r / l a i s s e z f a i r e v i e w s t i l l d o m i n a t e d .
I n 1 9 3 5 , t h e S o c i e t y o f I n c o r p o r a t e d A c c o u n t a n t s a n d A u d i t o r s c r e a t e d t h e
I n c o r p o r a t e d A c c o u n t a n t s ' R e s e a r c h C o m m i t t e e t o d i r e c t r e s e a r c h o f a d v a n t a g e t o t h e
p r o f e s s i o n , a s w e l l a s c o n s i d e r i n g t h e p r a c t i c a l i t y o f u n d e r t a k i n g s u c h r e s e a r c h . I t s
f i r s t p u b l i c a t i o n w a s a c o m p r e h e n s i v e s e r i e s o f m o d e l a c c o u n t s f o r v a r i o u s t y p e s o f
b u s i n e s s ( Z e f f , 1 9 7 2 , p 3 - 4 ; H e i n , 1 9 7 8 , p 8 0 _ 8 1 ) . 3 4 1
R a t h e r t h a n p u b l i s h i n g a s e r i e s o f p r o n o u n c e m e n t s l i k e t h o s e o f t h e A l A , t h e
C o m m i t t e e s p o n s o r e d a n u m b e r o f p u b l i c a t i o n s o n a c c o u n t i n g t h e o r y a n d p r o c e d u r a l
a p p l i c a t i o n s , i n c l u d i n g t h o s e i n 1 9 3 0 s b y S e w e l l B r a y ( Z e f f , 1 9 7 2 , p 5 ; H e i n , 1 9 7 8 ,
3 3 6 T h e p l a n s w o u l d c o n t i n u e u n t i l t h e o u t b r e a k o f W W I I - i n E u r o p e i n 1 9 3 9 a n d i n t h e P a c i f i c i n 1 9 4 1
( G r e e n & M o s s , 1 9 8 2 , p I 9 4 ) .
3 3 7 I n 1 9 3 9 , t h e L o n d o n s t o c k e x c h a n g e i n t r o d u c e d a l i s t i n g r e q u i r e m e n t f o r c o m p a n i e s t o p u b l i s h
c o n s o l i d a t e d b a l a n c e s h e e t s a n d p r o f i t a n d l o s s s t a t e m e n t s ( Z e f f , 1 9 7 2 , p l 6 & 5 7 ; N o b e s & P a r k e r ,
1 9 7 9 , p I 9 9 ) .
3 3 8 G r e e n & M o s s ( i 9 8 2 , p 2 1 5 ) c o n c l u d e , ' . . . t h e c o l l a p s e a n d e v e n t u a l r e c o n s t r u c t i o n o f t h e R o y a l
M a i l G r o u p , w h i c h w a s a l m o s t c e r t a i n l y t h e l a r g e s t c o r p o r a t e e x p o s u r e i n B r i t i s h h i s t o r y , s h a p e d
s u b s e q u e n t p o l i c y t o w a r d s a n d e x p e c t a t i o n s o f b u s i n e s s , a n d p e r m a n e n t l y a n d s u b s t a n t i a l l y m o d i f i e d
t h e e s t a b l i s h e d c o m m e r c i a l f r a m e w o r k . '
3 3 " E v a n s ( 1 9 7 4 , p 3 4 ) n o t e s ' t h e s u b s e q u e n t s h o c k t o t h e p u b l i c p r o m p t e d l e a d e r s o f t h e m a i n V K
p r o f e s s i o n a l b o d i e s t o b e c o m e g r e a t l y c o n c e r n e d w i t h t h e f i n a n c i a l i n f o r m a t i o n t h a t s h o u l d . . . b e
i n c l u d e d i n a n a n n u a l r e p o r t . '
3 4 0 B e n s t o n ( i 9 7 6 , p 4 8 5 ) , ' T h e V . K . p r o f e s s i o n a l a c c o u n t a n c y b o d i e s h a v e n o t b e e n a s a c t i v e a s t h e i r
V . S . c o n f r e r e s i n p r o m u l g a t i n g d i s c l o s u r e r u l e s . '
3 4 1 T h i s s e r i e s , e n t i t l e d " T h e D e s i g n o f A c c o u n t s , " w a s p u b l i s h e d s e r i a l l y i n T h e I n c o r p o r a t e d
A c c o u n t a n t s J o u r n a l u n d e r t h e t i t l e ' T h e D e s i g n o f A c c o u n t s ' a n d p u b l i s h e d i n b o o k f o r m a s B r a y a n d
S h e a s b y ( i 9 4 4 ) .
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p 8 1 ) a n d i n 1 9 3 8 b y E d w a r d s ( N o b e s & P a r k e r , 1 9 7 9 , p I 9 9 ) . T h e s c e n e w a s s e t f o r
r e t h i n k i n g o f , a n d d e b a t e o n , a c c o u n t i n g .
4 . 3 . 2 A c c o u n t i n g i n t e r a c t i o n s
A n a g e n c y t h e o r y t h r u s t s a w d u t i e s o f d i r e c t o r s a n d r e l a t e d m a n a g e m e n t t a k e o n a
p a i d a g e n t f u n c t i o n i n a s h a r e h o l d e r s o n l y r e l a t i o n s h i p . O t h e r s t a k e a b r o a d e r v i e w o f
t h e r e l a t i o n s h i p s i n t h e c o n t e x t o f s t a k e h o l d e r t h e o r y w h e r e d i r e c t o r s a r e s e e n a s
t r u s t e e s f o r t h e w h o l e s o c i e t y . C e r t a i n l y , i n t e r e s t g r o u p s l i k e f i n a n c i a l a n a l y s t s ,
s u p e r a n n u a t i o n f u n d t r u s t e e s , b a n k s , e m p l o y e e s a n d u n i o n s , f i n a n c i a l j o u r n a l i s t s a n d
r e g u l a t o r y a g e n c i e s s o u g h t a r e p o r t o f s t e w a r d s h i p i n a b r o a d e r s e n s e ( p r e v i t s &
M e r i n o , 1 9 9 8 , p 2 4 0 - 2 4 1 ) .
D e b a t e f o l l o w s i f a m o v e i s m a d e f r o m a n a r r o w s t e w a r d s h i p t o a b r o a d e r d e c i s i o n -
m a k i n g f u n c t i o n . J a r d i n e ( 1 9 3 1 , p 1 1 9 ) a r g u e d
3 4 2
t h a t i f o n e p a r t o f t h e c o r p o r a t e
r e p o r t s - t h e b a l a n c e s h e e t - h a d , a s i n t r u s t a c c o u n t i n g , s i m p l y a n a r r o w s t e w a r d s h i p
f u n c t i o n , i n c o n s i s t e n c i e s w e r e f o u n d w i t h t h e a d o p t i o n o f a d e c i s i o n - m a k i n g ( a n d
b r o a d e r s t e w a r d s h i p ) f u n c t i o n s o u g h t b y v a r i o u s s t a k e h o l d e r s . W h e n f i n a n c i a l
s t a t e m e n t s w e r e f i l e d w i t h s a y N Y S E , t h e y b e c a m e a v a i l a b l e t o t h e p u b l i c . 3 4 3
M u c h w a s e x p e c t e d o f t h e p r o f e s s i o n ' s r e p u b l i s h i n g o f t h e 1 9 1 7 s t a t e m e n t i n 1 9 2 9
u n d e r t h e t i t l e " V e r i f i c a t i o n o f F i n a n c i a l S t a t e m e n t s . v ' ' " H o w e v e r , o t h e r e v e n t s
c r e a t e d t e n s i o n s f o r a c c o u n t a n t s , i n c l u d i n g B e r l e ' s ( 1 9 3 3 ) c o n f e r e n c e p a p e r .
3 4 5
C a r e y ( 1 9 6 9 , p 4 0 ) w r i t e s , ' T h e [ B e r l e 1 s p e e c h w a s s o m e t h i n g o f a s h o c k t o t h e
I n s t i t u t e a u d i e n c e . Y " W i t h t h e g r o w i n g i m p o r t a n c e o f a c c o u n t i n g i n t h e e c o n o m y ,
B e r l e a r g u e d t h a t a c c o u n t i n g w a s r a p i d l y c e a s i n g t o b e a p r i v a t e m a t t e r . H e
q u e s t i o n e d s e v e r a l a c c o u n t i n g p r a c t i c e s t h a t m i g h t d i s t o r t c o m p a r i s o n s . H e s t r e s s e d
3 4 2 J a r d i n e ( 1 9 3 1 , p 1 l 9 ) , ' . . . t h e s u b s e q u e n t r a p i d d e v e l o p m e n t o f a c c o u n t i n g a s a n e s s e n t i a l a i d t o
m a n a g e m e n t , a n d m o r e p a r t i c u l a r l y t h e b a l a n c e - s h e e t a s a b a s i s f o r t h e e x t e n s i o n o f c r e d i t , t h e r e h a s
b e e n e v i d e n t a t e n d e n c y t o o v e r l o o k a n d o b s c u r e t h e c h a r a c t e r o f t h e b a l a n c e - s h e e t a s i n p a r t p u r e l y a
s t a t e m e n t o f t r u s t m o n e y s r e c e i v e d a n d e x p e n d e d . T h e r e h a v e b e e n a d o p t e d , i n f a c t , c e r t a i n a c c o u n t i n g
p r o c e s s e s w h i c h r e n d e r t h e b a l a n c e - s h e e t i n s o m e c a s e s q u i t e u n i n t e l l i g i b l e a s a n a c c o u n t i n g f o r
i n v e s t e d c a p i t a l f u n d s . '
3 4 3 T h e r o l e s o f t h e a u d i t o r a n d r e l a t e d s t a n d a r d s w e r e a l s o u n d e r s c r u t i n y . H o w e v e r , i t i s p o s s i b l e t o
a r g u e t h a t t h e r e s u l t s w e r e r a t h e r c o s m e t i c . C a r e y ( 1 9 6 9 , p 4 1 ) w r i t e s o f a r e c o m m e n d e d c h a n g e i n t h e
f o r m o f a u d i t c e r t i f i c a t e . A u d i t o r s w o u l d s p e c i f i c a l l y r e p o r t w h e t h e r t h e a c c o u n t s w e r e p r e p a r e d i n
a c c o r d a n c e w i t h t h e m e t h o d s o f a c c o u n t i n g r e g u l a r l y e m p l o y e d b y t h e c o m p a n y .
3 4 4 C a r e y ( 1 9 6 9 , p 4 2 ) w r i t e s , ' T h e a c c o u n t a n t s p o i n t e d o u t t h a t t h i s b u l l e t i n w a s " f r a m e d t o f i t t h e c a s e
o f b o r r o w e r s e n g a g e d i n b u s i n e s s o n a r e l a t i v e l y s m a l l o r m e d i u m - s i z e d s c a l e , " a n d t h a t i n l a r g e r
c o r p o r a t i o n s , w i t h e f f e c t i v e s y s t e m s o f a c c o u n t i n g a n d i n t e r n a l c o n t r o l , l e s s e x t e n s i v e d e t a i l e d
c h e c k i n g w a s r e q u i r e d b y t h e i n d e p e n d e n t a u d i t o r . ' S e e a l s o P r e v i t s & M e r i n o ( 1 9 9 8 , p 2 9 0 ) .
3 4 5 C h a t o v ( 1 9 7 5 , p 7 2 ) , ' T h e p a p e r w a s c a l l e d " P u b l i c I n t e r e s t i n P r i n c i p l e s o f A c c o u n t i n g . " I t w a s
t y p e s e t b y t h e J o u r n a l o f A c c o u n t a n c y , a n d r u n o f f , b u t n e v e r p u b l i s h e d . T h e c o p y i n t h e i r f i l e s i s
m a r k e d " C o n f i d e n t i a l , " b u t t h e r e i s n o i n d i c a t i o n w h y t h e p a p e r w a s s o d e s i g n a t e d a t t h e t i m e . '
3 4 6 T h e m e e t i n g w a s a p p r o x i m a t e l y f o u r m o n t h s a f t e r e n a c t m e n t o f t h e S e c u r i t i e s A c t o f 1 9 3 3 , b u t
B e r l e , d e s p i t e a c c e p t i n g a n i n v i t a t i o n t o s p e a k a t t h e a n n u a l m e e t i n g , w a s u n a b l e t o a p p e a r p e r s o n a l l y .
H i s p a p e r w a s r e a d b y W a I t e r A . S t a u b , a p r a c t i t i o n e r f r o m a l a r g e a c c o u n t i n g p r a c t i c e i n N e w Y o r k .
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t h e n e e d f o r c o m p a r i s o n o f t h e r e s u l t s o f o n e c o m p a n y w i t h o t h e r s i n t h e s a m e
i n d u s t r y . H o w e v e r , h e a r g u e d t h a t c o n s i s t e n t p r i n c i p l e s o f a c c o u n t i n g a n d t h e i r
d e v e l o p m e n t w e r e t o b e s u b j e c t e d t o t e s t i n t w o a r e a s . F i r s t w a s t h a t o f p u b l i c o p i n i o n
a n d p u b l i c d e s i r a b i l i t y . S e c o n d w a s t h e i r e f f e c t i v e n e s s i n s p e c i f i e d p r i v a t e
t r a n s a c t i o n s .
R e g a r d i n g w h o s h o u l d d e v e l o p t h e p r i n c i p l e s , B e r l e w a s c o n t e n t w i t h i n i t i a l a t t e m p t s
b e i n g m a d e b y a c c o u n t a n t s , a c t i n g t h r o u g h t h e i r p r o f e s s i o n a l o r g a n i z a t i o n s . H o w e v e r ,
h e q u e s t i o n e d w h e t h e r t h a t w o u l d t r a n s p i r e a s h e d o u b t e d w h e t h e r i n d i v i d u a l
a c c o u n t a n t s c o u l d m a i n t a i n c o m p l e t e l y i m p a r t i a l m i n d s a s t h e y w e r e c l o s e l y r e l a t e d t o
m a n a g e m e n t . H i s p r e d i c t i o n t h a t a b u r e a u w o u l d b e s e t u p ( p r e s u m a b l y i n t h e
D e p a r t m e n t o f C o m m e r c e ) t o s t a n d a r d i z e a c c o u n t i n g p r a c t i c e s i n v a r i o u s i n d u s t r i e s
s h o c k e d t h e p r o f e s s i o n .
I n h i s d i s c u s s i o n , S t a u b c o n t e n d e d t h a t s o m e q u e s t i o n a b l e a c c o u n t i n g p r a c t i c e s h a d
a l r e a d y b e e n e l i m i n a t e d b y e i t h e r t h e a c c o u n t i n g p r o f e s s i o n i t s e l f o r t h e s t o c k
e x c h a n g e s . O t h e r s w e r e t o b e e l i m i n a t e d b y t h e c o o p e r a t i o n b e t w e e n A l A a n d N Y S E .
H e a l s o o b j e c t e d t o t h e p r o p o s a l o f a c c o u n t i n g p r a c t i c e s b e i n g d e v e l o p e d a n d
s t a n d a r d i z e d b y a g o v e r n m e n t a g e n c y . H e s u g g e s t e d ( w i t h o u t p r o v i d i n g s y s t e m a t i c
e v i d e n c e ) g o v e r n m e n t c o n t r o l o f a c c o u n t i n g ( u n d e r t h e I C C , i n t h e u t i l i t y f i e l d a n d
u n d e r t h e b a n k r e g u l a t o r y a g e n c i e s ) h a d b e e n u n s a t i s f a c t o r y . H e a l s o c h a l l e n g e d
p e r c e i v e d d o u b t s b y B e r l e o f t h e i n d e p e n d e n c e a n d i m p a r t i a l i t y o f p u b l i c a c c o u n t a n t s .
W h i l e C a r e y ( 1 9 6 9 , p 4 0 ) w r i t e s , ' O t h e r m e m b e r s . . . u r g e d t h e I n s t i t u t e t o t a k e
a f f i r m a t i v e a c t i o n ' , C h a t o v ( 1 9 7 5 , p 6 8 ) s u g g e s t s t h e y w e r e f e w i n n u m b e r . 3 4 7
C a r e y ( 1 9 6 9 , p 4 6 ) h i g h l i g h t s t h e r o l e o f a c c o u n t i n g :
N u m e r o u s q u e s t i o n s a r o s e d u r i n g t h e e a r l y y e a r s o f t h e 1 9 3 3 a n d 1 9 3 4 A c t s
r e q u i r i n g i n t e r p r e t a t i o n o f t h e i r p r o v i s i o n s a n d r e l a t e d r e g u l a t i o n s . S i n c e m a n y
o f t h e s e i n v o l v e d a c c o u n t i n g q u e s t i o n s , t h e C o m m i s s i o n d e c i d e d t o c r e a t e t h e
O f f i c e o f C h i e f A c c o u n t a n t .
B l o u g h w a s a p p o i n t e d . I " H a v i n g b e e n b o t h a p r a c t i t i o n e r a n d a n a c a d e m i c h e w a s
a w a r e o f p o t e n t i a l t e n s i o n s a m o n g g r o u p s ( B l o u g h , 1 9 3 7 ; 1 9 3 7 a ) .
3 4 7 C h a t o v ( 1 9 7 5 , p 6 8 ) , ' I t w a s n o t e a s y t o c r e a t e a p a p e r a b r a s i v e e n o u g h t o b e c e r t a i n o f o f f e n d i n g
j u s t a b o u t e v e r y o n e , b u t B e r l e , a l w a y s t h e i n n o c e n t p r o g r e s s i v e , m a n a g e d t o b r i n g i t o f f . A l m o s t a n y
o n e o f t h e s e v e r a l a l l e g a t i o n s a n d s u g g e s t i o n s m a d e w e r e s u r e t o m a k e w i l d m e n o f t h e u s u a l l y
c o n t r o l l e d , p l a c i d , p r a c t i c i n g a c c o u n t a n t s : c o m p a r a b i l i t y o f f i r m a c c o u n t s w i t h i n a n i n d u s t r y ! a
g o v e r n m e n t b u r e a u t o d e v e l o p a c c o u n t i n g s y s t e m s ! s t a n d a r d i z e d a c c o u n t i n g ! n o i n d i v i d u a l i s m i n
b u s i n e s s ! a c c o u n t a n t s w h o l l y d i r e c t e d b y t h e i r c l i e n t s ! '
3 4 8 C a r e y ( 1 9 6 9 , p 4 6 ) c o n t i n u e s , ' C a r m a n G . B l o u g h w a s a p p o i n t e d t o t h i s n e w p o s t . H e h a d s e r v e d i n
t h e S E C a s s e c u r i t y a n a l y s t a n d a s a s s i s t a n t d i r e c t o r o f t h e r e g i s t r a t i o n d i v i s i o n . H e h e l d C P A
c e r t i f i c a t e s o f W i s c o n s i n a n d N o r t h D a k o t a , a n d h a d s e r v e d a t o n e t i m e a s a m e m b e r o f t h e W i s c o n s i n
S t a t e B o a r d o f A c c o u n t a n c y . H e h a d t a u g h t a c c o u n t i n g a t s e v e r a l u n i v e r s i t i e s , a n d w a s h e a d o f t h e
a c c o u n t i n g d e p a r t m e n t o f t h e U n i v e r s i t y o f N o r t h D a k o t a f o r f o u r y e a r s . F o r m o r e t h a n f i v e y e a r s h e
w a s a m e m b e r o f t h e s t a f f o f t h e W i s c o n s i n T a x C o m m i s s i o n , a n d f o r t w o m o r e y e a r s w a s s e c r e t a r y o f
t h e W i s c o n s i n S t a t e B o a r d o f P u b l i c A f f a i r s , i n c h a r g e o f b u d g e t i n g a n d a u d i t i n g f o r a l l s t a t e
d e p a r t m e n t s . H e w a s d e s t i n e d t o h a v e g r e a t i n f l u e n c e o n t h e t e c h n i c a l s t a n d a r d s o f t h e p r o f e s s i o n i n t h e
y e a r s a h e a d . '
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T h e t h r e a t o f S E C i n t e r v e n t i o n c o n t i n u e d . C a r e y ( 1 9 6 9 , p 4 7 ) w r i t e s t h a t p r a i s e o f t h e
p r o f e s s i o n ' s s u b s t a n t i v e c o n t r i b u t i o n s t o i m p r o v e m e n t o f c o r p o r a t e r e p o r t i n g ,
a l t e r n a t e d w i t h f r a n k c r i t i c i s m o f t h e p r o f e s s i o n ' s f a i l u r e s o f o m i s s i o n o r
c o m m i s s i o n .
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T h e r e p o r t i n g f u n c t i o n u n d e r c o n v e n t i o n a l a c c o u n t i n g w a s o f t e n n o t s t a t e d i n a n
e x p l i c i t m a n n e r . T h e p r a c t i t i o n e r w i n g o f t h e a c c o u n t i n g p r o f e s s i o n , u n d e r M a y ' s
g u i d a n c e , p r o v i d e d t h e f u n c t i o n w i t h a n i m p l i c i t i n J ' u t - o r i e n t e d d i r e c t i o n w i t h i n a
n a r r o w s t e w a r d s h i p . T h i s c e r t a i n l y c a u s e d t e n s i o n s . Y W h e t h e r a l l s t a k e h o l d e r s w e r e
a w a r e o f , a g r e e d w i t h o r f o l l o w e d t h e c o n v e n t i o n s w a s d e b a t a b l e .
A n E d i t o r i a l ( 1 9 3 3 , p I 6 1 _ 1 6 2 ) 3 5 1 i n t r o d u c e d i n e v i d e n c e t h e M a y - A l A c o m m i t t e e
r e p o r t s u m m e d u p t h u s :
I t ( t h e c o m m i t t e e ) b e l i e v e s t h a t t h e r e a r e t w o m a j o r t a s k s t o b e a c c o m p l i s h e d -
o n e i s t o e d u c a t e t h e p u b l i c i n r e g a r d t o t h e s i g n i f i c a n c e o f a c c o u n t s , t h e i r v a l u e
a n d t h e i r u n a v o i d a b l e l i m i t a t i o n s , a n d t h e o t h e r i s t o m a k e t h e a c c o u n t s
p u b l i s h e d b y c o r p o r a t i o n s m o r e i n f o r m a t i v e a n d a u t h o r i t a t i v e .
T h i s c e r t a i n l y s e n t e q u i v o c a l m e s s a g e s f r o m a c c o u n t i n g p r a c t i t i o n e r s t o o t h e r
s t a k e h o l d e r s . U n d e r c o n v e n t i o n a l a c c o u n t i n g , t h e l i m i t a t i o n s o f t h e r e l a t e d r e p o r t s
( o f q u e s t i o n a b l e v a l u e ) s u g g e s t a n a r r o w s t e w a r d s h i p . O n t h e o t h e r h a n d , t h e r e p o r t s
w e r e t o b e ' m o r e i n f o r m a t i v e a n d a u t h o r i t a t i v e ' . T h e ' a u t h o r i t a t i v e ' c r i t e r i o n a r g u a b l y
w a s m e t b y t h e ' p r o f e s s i o n a l s t a t u s ' o f t h e a c c o u n t a n t . H o w e v e r , t h e c r i t e r i o n o f
i n f o r m a t i v e s e e m s i n c o n s i s t e n t w i t h t h e o u t p u t p r o v i d e d . T h i s w a s e s p e c i a l l y s o a s t h e
E d i t o r i a l ( 1 9 3 3 , p I 6 2 - 1 6 3 ) c o n c l u d e d w i t h t h e u s u a l M a y i t e m s ,
• w h a t a b a l a n c e s h e e t i s n o t ,
• a b a l a n c e s h e e t i s b a s e d o n c o n v e n t i o n s ,
• t h e p r i m a c y o f t h e i n c o m e s t a t e m e n t , a n d
• b r o a d p r i n c i p l e s o f a c c o u n t i n g w h i c h a r e g e n e r a l l y a c c e p t e d .
J 5 2
3 4 9 C a r e y ( 1 9 6 9 , p 4 7 ) , ' T h e c r i t i c i s m w a s s o m e t i m e s m i n g l e d w i t h t h i n l y v e i l e d t h r e a t s t h a t t h e
C o m m i s s i o n m i g h t e x e r c i s e i t s l a t e n t p o w e r s t o p r e s c r i b e a c c o u n t i n g p r i n c i p l e s a n d m e t h o d s i f t h e
p r o f e s s i o n d i d n o t m o v e f o r w a r d m o r e r a p i d l y .
T h e i n f l u e n c e o f t h e S E C o n a c c o u n t i n g a n d a u d i t i n g s t a n d a r d s a n d p r a c t i c e w a s t r e m e n d o u s . '
3 5 0 M a y ( 1 9 3 6 , p 1 l 4 ) w o u l d s t r e s s ' a b o d y o f c o n v e n t i o n s , b a s e d p a r t l y o n t h e o r e t i c a l a n d p a r t l y o n
p r a c t i c a l c o n s i d e r a t i o n s , w h i c h f o r m t h e b a s i s f o r t h e d e t e r m i n a t i o n o f i n c o m e a n d t h e p r e p a r a t i o n o f
b a l a n c e s h e e t s t o d a y . '
3 5 1 T h i s c o m m e n t e d o n h e a r i n g s c o n d u c t e d b y t h e C o m m i t t e e o n B a n k i n g a n d C u r r e n c y o f t h e U n i t e d
S t a t e s S e n a t e i n t o t h e c a u s e s o f t h e K r e u g e r & T o l l c o r p o r a t e c o l l a p s e ( a r g u a b l y t h e 1 9 3 0 s e q u i v a l e n t
o f E n r o n ) .
3 5 2 E d i t o r i a l ( 1 9 3 3 , p 1 6 2 - 1 6 3 ) , ' T h e r e p o r t c l o s e s w i t h a s e r i e s o f f o u r s p e c i f i c r e c o m m e n d a t i o n s . . .
" 1 . T o b r i n g a b o u t a b e t t e r r e c o g n i t i o n b y t h e i n v e s t i n g p u b l i c o f t h e f a c t t h a t t h e b a l a n c e - s h e e t o f
a l a r g e m o d e m c o r p o r a t i o n d o e s n o t a n d s h o u l d n o t b e e x p e c t e d t o r e p r e s e n t a n a t t e m p t t o s h o w p r e s e n t
v a l u e s o f t h e a s s e t s a n d l i a b i l i t i e s o f t h e c o r p o r a t i o n .
" 2 . T o e m p h a s i z e t h a t b a l a n c e - s h e e t s a r e n e c e s s a r i l y t o a l a r g e e x t e n t h i s t o r i c a l a n d c o n v e n t i o n a l i n
c h a r a c t e r a n d t o e n c o u r a g e t h e a d o p t i o n o f r e v i s e d f o r m s o f b a l a n c e - s h e e t s w h i c h w i l l d i s c l o s e m o r e
c l e a r l y t h a n a t p r e s e n t o n w h a t b a s i s a s s e t s o f v a r i o u s k i n d s a r e s t a t e d . . .
" 3 . T o e m p h a s i z e t h e c a r d i n a l i m p o r t a n c e o f t h e i n c o m e a c c o u n t , s u c h i m p o r t a n c e b e i n g e x p l a i n e d
b y t h e f a c t t h a t t h e v a l u e o f a b u s i n e s s i s d e p e n d e n t o n i t s e a r n i n g c a p a c i t y . . .
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A n y s t a t e m e n t o n t h e m e t h o d o f a c c o u n t i n g i n t h e b u s i n e s s w a s t o c o v e r a n y
p r i n c i p l e s
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u s e d i n t h e c l a s s i f i c a t i o n o f c h a r g e s a n d c r e d i t s a m o n g t h e b a l a n c e - s h e e t ,
i n c o m e a c c o u n t a n d t h e s u r p l u s a c c o u n t .
T h e M a y C o m m i t t e e ' s a p p r o a c h a n d r e s u l t s m e t t h e v a r i o u s t h r e a t s f a c e d b y t h e
p r o f e s s i o n ( C a r e y , 1 9 6 9 , p 4 7 - 4 8 ) . P r a c t i t i o n e r s s p e a r h e a d e d t h e a t t a c k o n t h e S E C ' s
p o w e r s t o d e v e l o p A A P t o g u i d e r e p o r t i n g p r a c t i c e s b y c o r p o r a t i o n s . P " T h e d i l e m m a
w a s o b v i o u s t o M a y ( 1 9 4 3 , p S 8 - S 9 ) , w h o w o u l d a t t a c k t h e N e w D e a l r e f o r m s . T h e
S e c u r i t i e s A c t t o h i m w a s n o t t h e r e s u l t o f j u d i c i o u s i n q u i r y a n d d i s p a s s i o n a t e
l e g i s l a t i v e c o n s i d e r a t i o n . I n s t e a d , i t w a s p a s s e d u n d e r t h e p r e s s u r e o f p u b l i c
i n d i g n a t i o n a n d i n v e s t i g a t i o n s l a c k i n g i n j u d i c i a l q u a l i t y . H e q u e s t i o n e d t h e c l a i m s o f
t h e p r o m o t e r s o f t h e l a w , a r g u i n g r e p r e s e n t a t i o n s o f m a n y w e r e n o b e t t e r t h a n t h e
o n e s c o m p l a i n e d o f . H i s v i e w s s u p p o r t e d c o n t r o l v i a p e r s o n a l q u a l i t i e s .
O t h e r s w o u l d o f c o u r s e d i s a g r e e . d e B e d t s ( 1 9 6 4 , p 2 0 4 - 2 0 S ) c o m m e n t e d o n t h e s c e n e
f a v o u r a b l y . m C o n t r o l s w e r e r e q u i r e d a n d t h e N e w D e a l / S E C w o u l d p r o v i d e t h e m
o v e r c o r p o r a t e a n d f i n a n c i a l d e a l i n g s .
I n t e r e s t i n g l y , e v e n M a y ( 1 9 4 3 , p S 9 ) s a w s o m e b e n e f i t s f o r t h e p r o f e s s i o n , b u t a t
s u b s t a n t i a l c o s t s . T h e l a w g a v e l e g a l r e c o g n i t i o n t o t h e f u n c t i o n o f t h e i n d e p e n d e n t
p u b l i c a c c o u n t a n t b u t a l s o g a v e a n o n - e x p e r t b o d y - t h e S E C - p o w e r s o v e r t h e
p r o f e s s i o n . F r o m a p e c u n i a r y p o i n t o f v i e w , t h e e f f e c t o n a c c o u n t a n t s w a s f a v o u r a b l e
b u t p r o f e s s i o n a l s t a t u s w a s i m p a i r e d .
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T o M a y ( 1 9 4 3 , p S O ) , c o n t r o l s i n a c c o u n t i n g f "
" 4 . T o m a k e u n i v e r s a l t h e a c c e p t a n c e b y l i s t e d c o r p o r a t i o n s o f c e r t a i n b r o a d p r i n c i p l e s o f a c c o u n t i n g
w h i c h h a v e w o n f a i r l y g e n e r a l a c c e p t a n c e . . . ' ' '
3 S 3 T h e r e s u l t i n g f i v e b r o a d p r i n c i p l e s d e a l t w i t h
• u n r e a l i z e d p r o f i t n o t b e i n c l u d e d i n i n c o m e ,
• c a p i t a l s u r p l u s n o t b e i n g p a r t o f i n c o m e ,
• t h e t r e a t m e n t a f f o r d e d p r e - a c q u i s i t i o n p r o f i t s o f a s u b s i d i a r y ,
• t h e e x c l u s i o n o f d i v i d e n d s o n t r e a s u r y s t o c k f r o m i n c o m e a n d
• s e p a r a t e d i s c l o s u r e o f i t e m s l i k e l o a n s t o o f f i c e r s o f t h e c o r p o r a t i o n .
M e r i n o & C o e ( 1 9 7 8 , p 6 7 ) s u g g e s t o f t h e p h i l o s o p h y u n d e r p i n n i n g t h e i r e s t a b l i s h m e n t , ' T h i s e m p h a s i s
o n t h e l i m i t a t i o n s o f f i n a n c i a l r e p o r t s c o u l d b e v i e w e d a s a n a d v e r s e r e a c t i o n t o i n c r e a s e d r e s p o n s i b i l i t y
b e i n g p l a c e d o n t h e p r o f e s s i o n , b u t i t i s p r o b a b l y m o r e a c c u r a t e t o i n t e r p r e t t h i s a s a n e f f o r t b y
a c c o u n t a n t s t o w a r n i n v e s t o r s t h a t f i n a n c i a l r e p o r t s c o u l d n e v e r a t t a i n p h o t o g r a p h i c a c c u r a c y . '
3 5 ' T h e y w o u l d a l s o i n f l u e n c e t h e f o r m a n d c o n t e n t o f t h e a u d i t r e p o r t a n d r e l a t e d a u d i t i n g s t a n d a r d s .
3 5 5 d e B e d t s ( 1 9 6 4 , p 2 0 4 - 2 0 5 ) , ' A s a p o l i t i c a l a c h i e v e m e n t t h e S E C o w e d n o d e b t t o e x p e d i e n c y . I t s
g e n e a l o g y w a s a b u n d a n t l y e v i d e n t . I t i n c o r p o r a t e d t h e P r o g r e s s i v e s ' c o n c e r n w i t h m o r a l v a l u e s i n t o t h e
p r a c t i c a l r e f o r m f r a m e w o r k o f t h e N e w D e a l t o p r o d u c e a n a g e n c y e m b o d y i n g m o s t s u c c e s s f u l l y t h e
l a s t i n g v a l u e s o f b o t h e r a s . I n p r i n c i p l e a n d i n m e t h o d , i t h a d c a r r i e d t o a s u c c e s s f u l c o n c l u s i o n t h e
e f f o r t s o f t h o s e w h o , c o n c e r n e d w i t h t h e d o m i n a n t r o l e o f f i n a n c i a l a n d c o r p o r a t e p o w e r , h a d s e e n t h e i r
a t t e m p t s o f t h e p r e v i o u s t h r e e d e c a d e s d i s m i s s e d b y a n e c o n o m y a n d a C o n g r e s s d e d i c a t e d t o j u s t s u c h
h e g e m o n y . A g r e a t m a r k e t c r a s h a n d i t s c o n s e q u e n t r e v e l a t i o n s e n l i s t e d i n t h e s u p p o r t o f a n e w
a d m i n i s t r a t i o n a b r o a d p u b l i c s e n t i m e n t a g a i n s t t h e e x i s t e n c e o f s e p a r a t e a n d p r i v i l e g e d s t a n d a r d s o f
m o r a l i t y f o r t h e c o r p o r a t e a n d f i n a n c i a l w o r l d . '
3 5 ' M a y ( 1 9 4 3 , p 7 1 ) l a m e n t e d , ' I f 1 9 1 8 s a w t h e a u t h o r i t y o f t h e a c c o u n t i n g b o d y i n A m e r i c a a t a p e a k ,
t h e y e a r s 1 9 3 3 a n d 1 9 3 4 s a w i t a t a l o w p o i n t . I t m a y w e l l b e t h a t i t s r i s e w a s t o o r a p i d t o b e a l t o g e t h e r
h e a l t h y , a n d t h a t i t c a n n o w r e - e s t a b l i s h i t s e l f o n a s o u n d e r b a s i s . I t c a n n o t , h o w e v e r , d o s o u n l e s s i t
c a n r e g a i n t h e p r o f e s s i o n a l g r o u n d o f w h i c h t h e S e c u r i t i e s A c t o f 1 9 3 3 d e p r i v e d i t . '
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w e r e t o b e r e s o l v e d a t t h e ' p r o f e s s i o n a l ' l e v e l r a t h e r t h a n a s p a r t o f C G r e g u l a t o r y
r e f o r m s .
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M a y w a s i n a p o s i t i o n t o r e i n f o r c e t h e i d e a s o f t h e N Y S E - A l A s e l f - r e g u l a t o r y
a p p r o a c h r a t h e r t h a n t h e p o t e n t i a l S E C - u n i f o r m i t y a p p r o a c h . H e a r g u e d t h a t e n h a n c e d
' p r o f e s s i o n a l a c c o u n t a n t ' s t a t u s ( 1 9 4 3 , p 6 5 ) w o u l d d r a w i n t o t h a t b o d y m o r e m e n o f
h i g h q u a l i t y t h a n u n d e r r e g u l a t i o n i t w a s l i k e l y t o a t t r a c t . O n c e a g a i n t h e t h e m e m e t
w a s t h a t t h e v a l u e s o f t h e a c c o u n t a n t w e r e a b l e t o o v e r c o m e a n y d e f i c i e n c i e s i n t h e
a c t u a l a c c o u n t i n g p r o c e s s o r i t s o U } f . u t . T h a t b e i n g t h e c a s e , t h e r e w a s l i t t l e , i f a n y ,
n e e d f o r t h e r e g u l a t i o n b y t h e S t a t e . ' 9
O t h e r s w e r e n o t s o s u r e , p r e f e r r i n g s o m e r e g u l a t i o n . d e B e d t s ( 1 9 6 4 , p 2 8 ) a r g u e d t h a t
t h e t i m e o f r e f o r m v i a l e g i s l a t i o n h a d c o m e . V a r i o u s s t a k e h o l d e r s h a d r e a d a n d
a p p e a r e d t o a c c e p t t h e l e s s o n s f r o m i n v e s t i g a t i o n s w h i c h f o u n d c o r r u p t i o n ,
m i s m a n a g e m e n t a n d l a c k o f a c t i o n f r o m g r o u p s w h i c h m i g h t b e e x p e c t e d t o p r o v i d e
p r o t e c t i o n . P "
W h i l e i n f a v o u r o f t h e e x t e n s i o n o f p r o t e c t i o n t o b e a f f o r d e d i n v e s t o r s , t o M a y
i n v e s t o r s w o u l d b e p r o t e c t e d b y p r o f e s s i o n a l d e v e l o p m e n t s r a t h e r t h a n l e g a l
r e g u l a t i o n . H e w o u l d c o n t i n u e w i t h f a m i l i a r t h e m e s :
• t h e p r i m a c y o f t h e i n c o m e a c c o u n t ,
• f i n a n c i a l r e p o r t s w e r e n o t s t a t e m e n t s o f f a c t a n d h a d l i m i t a t i o n s ,
m M a y a r g u e d ( 1 9 4 3 , p 6 4 - 6 5 ) : ' L o o k i n g t o t h e f u t u r e , [ a m c o n v i n c e d t h a t t h e g r a n t o f p o w e r t o t h e
F e d e r a l T r a d e C o m m i s s i o n , a n d l a t e r t o t h e S e c u r i t i e s a n d E x c h a n g e C o m m i s s i o n , t o c o n t r o l t h e
a c c o u n t i n g o f g e n e r a l b u s i n e s s c o r p o r a t i o n s w h o s e s e c u r i t i e s a r e l i s t e d , w a s n o t i n t h e p u b l i c i n t e r e s t . I t
s e e m s t o m e t o h a v e b e e n t h e m o r e u n n e c e s s a r y s i n c e a n a l t e r n a t i v e p r o c e d u r e , m o r e i n h a r m o n y w i t h
t h e A m e r i c a n s y s t e m o f c h e c k s a n d b a l a n c e s a n d m o r e l i k e l y t o p r o v e e f f i c a c i o u s , w a s r e a d y t o h a n d . '
s s a M a y ( 1 9 4 3 , p 5 0 ) , ' T h e r e w i l l a l w a y s r e m a i n . . . q u e s t i o n s w h i c h c a n b e r i g h t l y d e c i d e d o n l y b y
g o o d j u d g m e n t a n d r e g a r d f o r b u s i n e s s m o r a l i t y . '
3 5 9 I n t h e c o n t e x t o f p r o f e s s i o n s M a y ( 1 9 4 3 , p 7 0 - 7 1 ) w r o t e , ' T h e d e v e l o p m e n t o f s u c h a p r o f e s s i o n h a s
a s o c i a l v a l u e . I t s e x i s t e n c e , t o g e t h e r w i t h t h e h i g h p r e s t i g e a n d a u t h o r i t y o f t h e u p p e r b r a n c h e s o f t h e
E n g l i s h C i v i l S e r v i c e , h a s m a d e t h e a p p r o a c h t o b u s i n e s s q u e s t i o n s m u c h l e s s l e g a l i s t i c i n E n g l a n d
t h a n i n A m e r i c a .
' H e r e , t h e l e g a l p r o f e s s i o n e a r l y a s s u m e d a d o m i n a n t p o s i t i o n i n t h e b u s i n e s s l i f e o f t h e c o m m u n i t y ,
a n d t h e p o s i t i o n t h u s c r e a t e d h a s t e n d e d t o p e r p e t u a t e i t s e l f . T h e f a c t t h a t a d m i s s i o n t o t h e b a r o p e n s
t h e r o a d i n s o m a n y d i r e c t i o n s n a t u r a l l y d r a w s i n t o t h e p r o f e s s i o n a l a r g e p r o p o r t i o n o f t h e b e s t b r a i n s
o f t h e c o u n t r y a n d m a k e s m o r e d i f f i c u l t t h e d e v e l o p m e n t o f a n i n d e p e n d e n t p r o f e s s i o n w h i c h m i g h t
u s e f u l l y t a k e o v e r a p a r t o f i t s f u n c t i o n s . O n l y i n c o m p a r a t i v e l y r e c e n t y e a r s h a v e a n y c o n s i d e r a b l e
n u m b e r o f c o l l e g e g r a d u a t e s o f m o r e t h a n a v e r a g e q u a l i f i c a t i o n s e n t e r e d t h e a c c o u n t i n g p r o f e s s i o n . . . .
I n t i m a t e c o n t a c t w i t h o u t s t a n d i n g m e m b e r s o f b o t h p r o f e s s i o n s h e r e a n d i n E n g l a n d c o n v i n c e s m e t h a t
t h e h a b i t o f m i n d t h a t a c c o u n t i n g e x p e r i e n c e d e v e l o p s , w i t h i t s e m p h a s i s o n e s s e n t i a l s a n d w i l l i n g n e s s
t o d i s r e g a r d f o r m , i s a v a l u a b l e c o r r e c t i v e t o t h e l e g a l m o d e o f t h o u g h t '
' 6 0 d e B e d t s ( 1 9 6 4 , p 2 8 ) , ' T h e n a t i o n h a d t i m e t o r e f l e c t o n t h e c r a s h o f f i s c a l e m p i r e s a n d t h e r e s u l t i n g
r u b b l e o f c o r r u p t f i n a n c i a l f o u n d a t i o n s . I t c o u l d m o r e r e a d i l y g l i m p s e a C o n g r e s s t h a t w a s d e t e r m i n e d
t o s i d e t r a c k s e r i o u s e f f o r t s a t r e f o r m i n t h e i s s u a n c e o f s e c u r i t i e s , a n d a n a t i o n a l l e a d e r w h o s e
o c c a s i o n a l t h r e a t s o f r e g u l a t i o n o f t h e e x c h a n g e s w e r e o b v i o u s l y b e l i e d b y h i s e x p r e s s e d p o l i t i c a l
p h i l o s o p h y a n d t h e m o r e f r e q u e n t e n t r e a t i e s h e a d d r e s s e d t o t h e p e r p e t r a t o r s . T h e N e w Y o r k S t o c k
E x c h a n g e m i r r o r e d o n l y t o o p l a i n l y t h e l i g h t r e g a r d i n w h i c h i t h e l d p o l i t i c a l e f f o r t s a t r e g u l a t i o n . I t s
r u l e c h a n g e s w e r e c h i e f l y i n n o c u o u s o n e s a n d , i n a n y e v e n t , w e r e c l e a r l y d e v i s e d f r o m a v i e w p o i n t o f
p r o t e c t i o n f o r i t s o w n m e m b e r s r a t h e r t h a n f o r t h e i n v e s t i n g p u b l i c o r t h e n a t i o n a l e c o n o m i c w e l f a r e . '
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• t h e c o m p e t e n c e a n d i n t e g r i t y o f t h o s e w h o p r e p a r e a c c o u n t s i n g e n e r a l
a n d o f a c c o u n t a n t s i n p a r t i c u l a r a r e k e y f a c t o r s , a n d
• t h e p u b l i c w a s t o b e e d u c a t e d t o a c c e p t t h e s e i d e a s .
A t b e s t , s u c h p r o p o s a l s m a y b e s e e n a s d e f e n s i v e o f t h e p o s i t i o n i n w h i c h a c c o u n t a n t s
a n d t h e i r p r o f e s s i o n f o u n d t h e m s e l v e s . I n v e s t o r s w e r e a t f a u l t , a s t h e y b e l i e v e d t h a t
f i n a n c i a l r e p o r t s d e a l t w i t h f a c t u a l a n d c u r r e n t d a t a w h e r e a s t h e r e p o r t s , a n d t h e
r e l a t e d a u d i t r e p o r t s , i n c l u d e d o p i n i o n s a n d n o n - c u r r e n t d a t a b a s e d o n c o n v e n t i o n s . I t
i s p o s s i b l e t o b e e x t r e m e l y c r i t i c a l o f s u c h a r g u m e n t s a s b e i n g s i m p l y p s y c h o l o g i c a l
a t t e m p t s t o a v o i d r e s p o n s i b i l i t y f o r t h e p r o m o t i o n o f a t b e s t c o n f u s i n g a n d a t w o r s t
o u t r i g h t m i s l e a d i n g f i n a n c i a l s t a t e m e n t s .
T h e M a y C o m m i t t e e w a s r e f o r m u l a t e d i n 1 9 3 8 ( Z e f f , 1 9 7 2 , p 1 3 4 ; C h a t o v , 1 9 7 5 ,
p 1 3 3 - 1 3 7 ) a s C o m m i t t e e o n A c c o u n t i n g P r o c e d u r e ( C A P ) i n r e s p o n s e t o c l a i m s t h a t
o f f i c e r s o f t h e S E C w e r e g e n e r a l l y d i s s a t i s f i e d w i t h t h e w o r k o n A A P .
A r e s e a r c h d e p a r t m e n t w a s e s t a b l i s h e d t o s t u d y p a r t i c u l a r t o p i c s w i t h a v i e w t o
f o r m u l a t i n g r u l e s o r p r i n c i p l e s o n s p e c i f i c i s s u e s . T h i s a p p r o a c h c o n t r a s t e d w i t h t h e
w o r k c a r r i e d o u t b y a c a d e m i c s w h o , t h r o u g h t h e p u b l i c a t i o n s o f t h e i r A A A , h a d
w r i t t e n o f t h e n e e d f o r a t h e o r y t o s u p p o r t A A P . T h e r e s u l t s o f v a r i o u s r e s e a r c h a n d
d i s c u s s i o n w e r e p u b l i s h e d i n 1 9 3 6 , l e a d i n g t o t e n s i o n s b e t w e e n p r a c t i t i o n e r a n d
a c a d e m i c w i n g s o f t h e p r o f e s s i o n . i ' " A s w e l l , d e b a t e o n t e r m i n o l o g y w a s t o c o n t i n u e ,
b o t h r e g a r d i n g m e a n i n g s
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a n d l e v e l o f u n d e r s t a n d i n g . 3 6 3
A c a s e o f p r a c t i t i o n e r d o m i n a n c e a n d c o n t r o l o v e r a c c o u n t i n g r e p o r t s a n d u n d e r l y i n g
p r i n c i p l e s h a d e m e r g e d . i ' " H o w e v e r , t h a t i s n o t t o s u g g e s t t h a t s o m e ( a c a d e m i c s l i k e
3 6 \ Z e f f ( 1 9 7 2 , P 1 3 1 - 1 3 2 ) w r i t e s o f i n i t i a l d i f f i c u l t i e s f a c e d b e t w e e n p r a c t i t i o n e r a n d a c a d e m i c g r o u p s ,
e s p e c i a l l y w h e n w o r k s b y A A A m e t w i t h s o m e h o s t i l i t i e s . Z e f f ( 1 9 6 6 , p 4 3 - 4 6 ) d e s c r i b e s h o w e v e n t s
s a w a m o r e a m i c a b l e r e l a t i o n s h i p i n p l a c e b y 1 9 3 9 .
3 6 2 C o l l i n s ( 1 9 3 8 , p 2 9 4 ) l a m e n t e d , ' F o r m a n y y e a r s t h e A m e r i c a n I n s t i t u t e o f A c c o u n t a n t s h a s h a d a
c o m m i t t e e o n t e r m i n o l o g y w h i c h h a s b e e n c o n s c i e n t i o u s l y e n d e a v o r i n g t o b u i l d u p a n a c c o u n t i n g
d i c t i o n a r y , b u t , s a d t o r e l a t e , t h e d i c t i o n a r y d o e s n o t y e t c o n t a i n i t s f i r s t w o r d . H e r e a g a i n , t h e i n h e r e n t
a t t i t u d e o f m i n d o f t h e a c c o u n t a n t h a s b e e n a s t u m b l i n g b l o c k . T h e v e r y n a t u r e o f h i s p r o f e s s i o n a n d h i s
t r a i n i n g i m p e l h i m t o b e c a u t i o u s , a n d i f a g i v e n d e f i n i t i o n d o e s n o t c o v e r e v e r y s h a d e o f m e a n i n g
w h i c h h i s e x p e r i e n c e l e a d s h i m t o b e l i e v e i t s h o u l d h a v e , h e i s i n c l i n e d t o b r a n d i t a s w h o l l y e r r o n e o u s
a n d l a c k i n g i n a u t h o r i t y . . . . C a n w e n o t b e g i n t h e b u i l d i n g o f o u r a c c o u n t i n g d i c t i o n a r y b y e m b o d y i n g
t h e r e i n a s e t o f d e f i n i t i o n s r e p r e s e n t i n g t h e m o r e c o m m o n l y a c c e p t e d u s e s o f t h e t e r m s a n d t o t h i s
n u c l e u s a d d r e f i n e m e n t s o f d e f i n i t i o n s a s t h e y w i l l n a t u r a l l y d e v e l o p t h r o u g h e x p e r i e n c e ? '
3 6 3 E d i t o r i a l , ( 1 9 3 5 , p 8 I ) c o m m e n t e d , ' C o r p o r a t i o n s a r e g i v e n a w i d e l a t i t u d e i n t h e m a n n e r o f
p r e s e n t i n g t h e r e q u i r e d d a t a . T h e e m p h a s i s h a s b e e n o n s u b s t a n c e r a t h e r t h a n o n f r o m , a n d t h e c r i t e r i o n
s e t b y t h e c o m m i s s i o n i s t h a t i t m u s t s e c u r e t h e f a c t s a b o u t w h i c h " a n a v e r a g e p r u d e n t i n v e s t o r o u g h t
r e a s o n a b l y t o b e i n f o r m e d " . . . '
3 6 4 A s u m m a r y i s p r o v i d e d b y C h a t o v ( 1 9 7 5 , p I O - I I ) w h o w r i t e s o f t h e s e t i m e s , ' T h e . . , a c c o u n t i n g
p r o f e s s i o n , . . . t h e p r a c t i t i o n e r s e s p e c i a l l y . . . s p e a r h e a d e d t h e a t t a c k o n t h e S E C ' s p o w e r s i n t h e y e a r s
i m m e d i a t e l y f o l l o w i n g p a s s a g e o f t h e S e c u r i t i e s E x c h a n g e A c t o f 1 9 3 4 . T h e y t h r e a t e n e d , c a j o l e d , a n d
b a l k e d t h e S E C o v e r t h e i s s u e o f a u t h o r i t y f o r d e v e l o p i n g g e n e r a l l y a c c e p t e d a c c o u n t i n g p r i n c i p l e s .
O n c e t h e y s u c c e e d e d i n o b t a i n i n g i t , t h e y a d m i n i s t e r e d t h a t f u n c t i o n e x c l u s i v e l y f o r a g e n e r a t i o n u n t i l
f o r c e d t o s h a r e i t w i t h o t h e r p r i v a t e g r o u p s i n t h e e a r l y I 9 7 0 s . T h e y r e m a i n a p o t e n t f o r c e , p r o b a b l y
h o l d i n g m o r e p r e s t i g e a n d p o w e r t h a n a n y o t h e r g r o u p i n [ s e t t i n g ] c o r p o r a t e f i n a n c i a l s t a n d a r d s . '
C h a t o v ( p I 4 7 - 1 5 2 ) i n c l u d e s a s e c t i o n t i t l e d ' T h e F r e e z i n g O u t o f A c a d e m e ' .
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R i p l e y t h e n a n d C h a m b e r s l a t e r ) d i d n o t d i r e c t l y n o r i n d i r e c t l y i n f l u e n c e t h e r e p o r t i n g
p r o c e s s . T h e R i p l e y a r g u m e n t m e t e a r l i e r w o u l d b e l a b e l l e d ' a c a d e m i c ' ; t h a t o f M a y
a s ' p r a c t i t i o n e r ' . U n d e r t h e l a t t e r , a s e r i e s o f ' c o n v e n t i o n s ' t o b e d e v e l o p e d b y
p r a c t i t i o n e r s w o u l d b e f o l l o w e d . T e n s i o n i s a l s o i l l u s t r a t e d i n a n exchan~e b e t w e e n
P e l o u b e t a n d K e l l e y a s t o w h a t w a s a b a l a n c e s h e e t a n d w h a t w a s i t s r o l e .
3
K e l l e y ( 1 9 3 5 , p 5 2 ) f o l l o w e d t h e v i e w t h a t t h e b a l a n c e s h e e t w a s a n i n s t a n t a n e o u s
p h o t o g r a p h o f t h e b u s i n e s s , a l t h o u g h a p p a r e n t l y t h i n k i n g t h i s a n a l o g y c o u l d b e t a k e n
t o o f a r . W h i l e n o t t o o m u c h m a y b e i n f e r r e d f r o m K e l l e y ' s r e a s o n i n g , t h e t e r m i n o l o g y
u s e d m a y b e s e e n a s a l i t t l e a h e a d o f i t s t i m e a s h e s t r o n g l y a r g u e d t h a t ' v a l u e ' a n d
' p r i c e ' w e r e d i s t i n c t ( t h o u g h r e l a t e d ) c o n c e p t s . I "
W h i l e P e l o u b e t ( 1 9 3 5 a ) q u e s t i o n e d t h e l o g i c o f K e l l e y ' s r e a s o n i n g , i t i s i n t e r e s t i n g t o
n o t e t h a t P e l o u b e t t o o u s e s t e r m i n o l o g y ( f o r e x a m p l e , p a s t o r p r e s e n t c o s t , m a r k e t
p r i c e o r v a l u e ) b e y o n d t h a t f o u n d i n A A P o f t h a t t i m e . T h i s d e b a t e i s r e t u r n e d t o i n
C h a p t e r 8 .
S e l e c t e d w o r k s o f t h e A A A p r o v i d e a p r o x y f o r t h e a c a d e m i c w i n g . I n t h i s a n d l a t e r
c h a p t e r s , v a r i o u s m o n o g r a p h s a n d s t a t e m e n t s a r e d e c o n s t r u c t e d t o i d e n t i f y i s s u e s o f
a c c o u n t i n g i n g e n e r a l a n d o f l i a b i l i t i e s i n p a r t i c u l a r . A r g u a b l y , s o m e i n v o l v e d i n
t o d a y ' s s t a n d a r d - s e t t i n g m a y b e u n a w a r e o f h o w t h e c u r r e n t s u i t e s o f i d e a s e m b o d i e d
i n s a y m o d e m C F s ( s e e C h a p t e r 7 ) h a s c o m e t o p a s s .
A A A , t h r o u g h v a r i o u s p u b l i c a t i o n s , w r o t e o f t h e n e e d f o r a t h e o r y t o s u p p o r t A A P .
3 6 7
T h e a p p r o a c h w a s s e e n t o b e i n c o n t r a s t w i t h t h e w o r k c a r r i e d o u t b y t h e I n s t i t u t e .
3 6 8
A t t h e t i m e o f p u b l i c a t i o n o f A A A ( 1 9 3 6 ) , t h e c a r e e r o f o n e ' P h i l i p M u s i c a l W i l l i a m
J o h n s o n / F r a n k D C o s t a I F D o n a l d C o s t e r ' ( m e t i n 4 . 3 ) h a d r e a c h e d i t s i n f a m o u s p e a k .
H e w a s a l e a d i n g b u s i n e s s p e r s o n o f t h e t i m e , b e i n g h e a d o f t h e g i a n t p h a r m a c e u t i c a l
f i r m M c K e s s o n & R o b b i n s I n c , t h e a n t e c e d e n t o f F o r e m o s t M c K e s s o n , a m a j o r
c o r p o r a t i o n i n 2 1 s t C e n t u r y . H e w a s e v e n c o n s i d e r e d a s a p o t e n t i a l R e p u b l i c a n
c a n d i d a t e f o r P r e s i d e n t o f t h e U S A .
3 6 9
T h e m a j o r f r a u d u l e n t c a s e w a s u n c o v e r e d . l "
3 6 5 T h e i r d e b a t e h i n g e d a r o u n d t h e t o p i c " V a l u e a s a n A c c o u n t i n g C o n c e p t " a s i n P e l o u b e t ( 1 9 3 5 ) .
3 6 6 I n t e r e s t i n g l y , C h a m b e r s w a s t o u s e a s i m i l a r d i s t i n c t i o n , h o p i n g t o a v o i d c o n f u s i o n , w i t h i n i n a
d e c i s i o n - m a k i n g c o n t e x t . S t e r l i n g a r g u e d i n a s i m i l a r m a n n e r .
3 6 7 T h e r e s u l t s o f v a r i o u s r e s e a r c h a n d d i s c u s s i o n w e r e f i r s t p u b l i s h e d i n 1 9 3 6 u n d e r t h e t i t l e ' T e n t a t i v e
S t a t e m e n t o f A c c o u n t i n g P r i n c i p l e s ' .
3 6 8 O f t h e A A A 1 9 3 6 S t a t e m e n t , H e n d r i k s e n ( 1 9 6 5 , p 6 8 ) c o m m e n t e d , ' I n c o n t r a s t t o t h e s p e c i f i c
a p p r o a c h o f t h e A m e r i c a n I n s t i t u t e , t h i s b r o a d a p p r o a c h w a s a d o p t e d b y t h e A m e r i c a n A c c o u n t i n g
A s s o c i a t i o n p r i m a r i l y b e c a u s e o f t h e l i m i t e d r e s o u r c e s o f t h e A s s o c i a t i o n a n d b e c a u s e o f t h e t h e o r e t i c a l
o r i e n t a t i o n o f i t s m e m b e r s . '
3 6 9 K e a t s ( 1 9 6 4 , p 3 - 4 ) r e p o r t s , ' T h e b a n k p r e s i d e n t c l e a r e d h i s t h r o a t a n d s a i d : " D r C o s t e r , w e t h i n k
y o u s h o u l d b e a c a n d i d a t e f o r P r e s i d e n t o f t h e U n i t e d S t a t e s . " . . . T h e r e w a s a g r o u n d s w e l l i n t h e
m a k i n g . I t c o u l d v e r y w e l l c a r r y h i m f a r - a t l e a s t t o t h e 1 9 4 0 C o n v e n t i o n , i f n o t t o t h e W h i t e H o u s e . '
3 7 0 K e a t s ( 1 9 6 4 , p I 1 6 ) , a j o u r n a l i s t w h o w r o t e o f C o s t e r a n d t h e a f t e r m a t h o f h i s s u i c i d e , c o m m e n t e d o f
t h e f a n t a s t i c p a p e r p o r t i o n o f C o s t e r ' s e m p i r e , ' M c K e s s o n a n d R o b b i n s L t d . , o f C a n a d a , w a s n o w
m e t i c u l o u s l y f o l l o w i n g a l l t h e p r o p e r p r a c t i c e s a n d p r o c e d u r e s o f a c c o u n t a n c y . '
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C o n s e q u e n c e s i n c l u d e d f u r t h e r q u e s t i o n i n g o f t h e d a t a p r o v i d e d u n d e r c o n v e n t i o n a l
a c c o u n t i n g ( M a c N e a l , 1 9 3 9 / 1 9 6 2 ) , f u r t h e r i n g t e n s i o n s o f g o v e m m e n t i n t e r v e n t i o n . m
M a c N e a l s o u g h t t h e p r e p a r a t i o n o f i n f o r m a t i v e r e p o r t s ( i n c l u d i n g f i n a n c i a l
s t a t e m e n t s ) w h i c h e n a b l e d t h e m a r k e t p l a c e t o g e n e r a t e p r i c e s b a s e d o n f a c t u a l
i n f o r m a t i o n r a t h e r t h a n o n m e r e s p e c u l a t i o n . R e p o r t s p r e p a r e d b y a c c o u n t a n t s u n d e r
c o n v e n t i o n a l a c c o u n t i n g h a v e o f c o u r s e b e e n q u e s t i o n e d b y t h o s e l i k e R i p l e y ( 1 9 2 6 ,
p 5 0 ) w h o f o u n d ' a c c o u n t a n t s a r e e n a b l e d t o p l a y b a l l w i t h f i g u r e s t o a n a s t o u n d i n g
d e g r e e ' .
I t w a s w i t h i n s u c h a c o n t e x t t h a t a t t e m p t s t o f o r m u l a t e a ' t h e o r y ' o f a c c o u n t i n g w e r e
m a d e . I n t h e o r i g i n a l S t a t e m e n t i n 1 9 3 6 , t h e C o m m i t t e e ( A A A , 1 9 5 7 , p 6 0 ) ' a t t e m p t e d
t o s e t f o r t h s o m e o f t h e b a s e s u p o n w h i c h a c c o u n t i n g s t a t e m e n t s r e s t ; i t h a s n o t t r i e d
t o e s t a b l i s h t h e p o s t u l a t e s o f a l l a c c o u n t i n g t h e o r y a n d p r o c e d u r e . '
O f i n t e r e s t w a s t h e c l a i m ( P 6 0 ) , ' . . . i t s h o u l d b e p o s s i b l e f o r a p e r s o n m o d e r a t e l y
e x p e r i e n c e d i n b u s i n e s s a n d f i n a n c e t o e x a m i n e s u c h s t a t e m e n t s w i t h t h e e x p e c t a t i o n
o f d e r i v i n g f r o m t h e m t h e b a s i c f a c t s o n w h i c h a t l e a s t t e n t a t i v e b u s i n e s s j u d g m e n t s
m a y b e p r e m i s e d . ' T h i s p o t e n t i a l l y a g r e e d w i t h R i p l e y ' s a r g u m e n t r a t h e r t h a n t h a t o f
M a y . H o w e v e r , t o o v e r c o m e c r i t i c i s m s o f a c c o u n t i n g , m o r e p r e c i s e d e f i n i t i o n s o f
f u n c t i o n s a n d t e r m s w o u l d b e n e e d e d .
A s r e g a r d s t h e f u n c t i o n o f a c c o u n t i n g , s o m e c o m m e n t a t o r s r a i s e d t h e p o i n t t h a t ' t h e
c o m m i t t e e d i d n o t a t t e m p t t o c o v e r e v e r y p h a s e o f a c c o u n t i n g t h e o r y ' ( R o r e m , 1 9 3 7 ,
p 1 3 3 ) . C o n s i s t e n t w i t h t h e A I A l M a y a p p r o a c h , a c c o u n t i n g w a s a n a l l o c a t i o n
p r o c e s s .
m
T h i s i s c o n s i d e r e d t h e ' f u n d a m e n t a l a x i o m ' , b e i n g ' d e r i v e d ' f r o m a b a s i c
a s s u m p t i o n a s t o a c o r p o r a t i o n ' s p e r i o d i c f i n a n c i a l s t a t e m e n t s .
T h i s b a s i c a s s u m p t i o n h a s t w o p a r t s - t h e s t a t e m e n t s b e i n g i n a c c o r d w i t h a s i n g l e
c o o r d i n a t e d b o d y o f a c c o u n t i n g t h e o r y a n d t h e p u r p o s e o f t h e s t a t e m e n t s . T h e
r e f e r e n c e t o a b o d y o f a c c o u n t i n g t h e o r y h a d t h e p o t e n t i a l t o d i f f e r f r o m t h e p r o c e d u r e
d r i v e n a p p r o a c h o f M a y .
A s t o ' p u r p o s e ' , t h e k e y s t e p a p p e a r s t o b e f r o m t h e p h r a s e ' e x p r e s s i o n i n f i n a n c i a l
t e r m s ' t o t h e ' f u n d a m e n t a l a x i o m ' o f a c c o u n t i n g b e i n g a n a l l o c a t i o n p r o c e s s . T h e
r e a s o n i n g u n d e r l y i n g t h i s s t e p i s n o t e x p l a i n e d . I n s t e a d , t h e s t e p r e f l e c t s a n a t t i t u d e t o
a c c o u n t i n g i n w h i c h , d e s p i t e a r g u m e n t s l i k e R i p l e y ' s , a p r o f i t d e t e r m i n a t i o n p r o c e s s
h e l d s w a y . 3 7 3
3 7 1 R i p l e y ( 1 9 2 6 , p 2 2 6 - 2 2 7 ) h a d c o m m e n t e d o n c a s e s o f g o v e r n m e n t i n t e r f e r e n c e w i t h b u s i n e s s .
S o m e t i m e s i t w a s t o p e n a l i s e f o r i n f r a c t i o n o f l a w . O t h e r s h e s a w a s p r e v e n t i v e i n n a t u r e . H e
c o n t e m p l a t e d c o n s t r u c t i v e i n t e r f e r e n c e t o a l l o w i n f o r m e d a c t i o n b y p a r t i c i p a n t s t o f u n c t i o n t o w a r d s
s e t t i n g t r u e m a r k e t p r i c e s , t h e ' T r u t h - i n - S e c u r i t i e s ' t h r u s t o f t h e N e w D e a l / S E C i n i t i a t i v e . I f a c c e p t e d ,
t h i s w o u l d d e f l e c t t h e o f t e n d e s t r u c t i v e c r i t i c i s m ( o f f e r e d e s p e c i a l l y b y b u s i n e s s a n d p r a c t i t i o n e r s ) t h a t
m i s s e d t h e p o i n t o n g o v e r n m e n t l e g i s l a t i o n .
3 7 2 T h e d e f i n i t i o n r e a d s ( A A A , 1 9 5 7 , p 6 1 ) , ' A c c o u n t i n g i s t h u s n o t e s s e n t i a l l y a p r o c e s s o f v a l u a t i o n ,
b u t t h e a l l o c a t i o n o f h i s t o r i c a l c o s t s a n d r e v e n u e s t o t h e c u r r e n t a n d s u c c e e d i n g f i s c a l p e r i o d s . '
3 7 3 G r a h a m ( I 9 4 0 , P 1 4 6 ) a r g u e s , ' T h e b a l a n c e s h e e t t h u s b e c o m e s n o t a s t a t e m e n t o f p r e s e n t v a l u e s , b u t
a s t a t e m e n t o f h i s t o r i c a l f a c t s r e l a t i n g t o t h e i n v e s t m e n t o f f u n d s i n t h e b u s i n e s s , t h e d i s p o s i t i o n o f s u c h
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W h y t h e C o m m i t t e e c h o s e t o m o v e i n t h i s d i r e c t i o n i s a s o u r c e f o r s p e c u l a t i o n ,
e s p e c i a l l y i n l i g h t o f t h e c l a i m e d m o t i v e o f p r o v i d i n g f a c t s f o r i n v e s t o r s w i t h
m o d e r a t e e x p e r i e n c e t o m a k e i n f o r m e d j u d g e m e n t s . S o m e w e r e t o a t t a c k t h i s n a r r o w ,
t e c h n i c a l d e s c r i p t i o n o f t h e f u n c t i o n o f a c c o u n t i n g ( S c o t t , 1 9 3 7 , p 3 0 3
3 7 4
; K a p l a n a n d
R e a u g h , 1 9 3 9 , p 2 2 8
3 7 5
) .
G r e e r ( 1 9 3 7 , p 8 0 ) s u g g e s t e d p r o b l e m s a r o s e f r o m a l a c k o f d e f i n i t i o n c o n c e r n i n g t h e
c h a r g i n g , i n t h e i n c o m e c a l c u l a t i o n , o f i t e m s r e f l e c t i n g a l o s s i n v a l u e . J 7 6 H o w e v e r ,
l i t t l e d i s c u s s i o n i s d e v o t e d t o t h e d e f i n i t i o n o f t e r m s u s e d i n a c c o u n t i n g . D e f i n i t i o n s
i n c l u d e d a r e o f a ' c o n s i s t - o f t y p e ( A A A , p 6 3 ) . J 7 7 T h e s e d e f i n i t i o n s , w i t h a n e m p h a s i s
o n c l a s s i f i c a t i o n a n d s u b d i v i s i o n , a r e i n t h e n a t u r e o f f o r m a l d e f i n i t i o n s . T h i s
e m p h a s i s r a t h e r t h a n o n e o n ' p r i m a r y d e f i n i t i o n ' w a s t h e g r o u n d s f o r R o r e m ' s ( 1 9 3 7 ,
p 1 3 S ) c n t i c i s m . l "
T h e S t a t e m e n t d i d p r o d u c e d e b a t e ( a n d r e l a t e d t e n s i o n s ) . B l o u g h ( l 9 3 7 b ) w a s
g e n e r a l l y i n f a v o u r o f t h e 1 9 3 6 T e n t a t i v e S t a t e m e n t . R e l a t e d p r i n c i p l e s - t y p e p a p e r s
c a m e f r o m S a n d e r s ( 1 9 3 7 ) a n d B y r n e ( 1 9 3 7 ) o n w h i c h G r e e r ( 1 9 3 7 ) c o m m e n t e d .
A n d r e w s ( 1 9 3 8 ) w a s m o s t c r i t i c a l o f a c o n t r i b u t i o n b y M a y ( 1 9 3 7 ) a n d s u p p o r t e d
p a r t s o f B y m e ' s a r g u m e n t .
A n a t t e m p t t o d e v e l o p A A P b y t h e H a s k i n s & S e l l s F o u n d a t i o n , I n c . , s o u g h t t o
e s t a b l i s h a b o d y o f accountin~ p r i n c i p l e s t o u n i f y a c c o u n t i n g t h o u g h t a n d t o
s t a n d a r d i z e a c c o u n t i n g p r a c t i c e s . 7 9 T h e o u t c o m e s o u g h t w a s f o r t h e a u t h o r s t o d r a w
f u n d s , a n d t h e r e f l e c t i o n o f c h a n g e s i n c o n d i t i o n b r o u g h t a b o u t b y t h e c o n d u c t o f t h e b u s i n e s s . . . P r o f i t
d e t e r m i n a t i o n i n t u r n i s t h e s i n e q u e n o n o f a c c o u n t i n g s i n c e v a l u a t i o n o f s e c u r i t i e s b y i n v e s t o r s r e s t s
u p o n r e p o r t e d a n d a n t i c i p a t e d p r o f i t s . '
3 7 4 S c o t t ( 1 9 3 7 , p 3 0 3 ) a r g u e d , ' T h e b e s t m e a n s o f g u a r d i n g a g a i n s t t h e m i s u s e o f a c c o u n t s i s a n
i n t e l l i g e n t c o n s t r u c t i v e g u i d a n c e o f t h e i r d e v e l o p i n g f u n c t i o n s . T h e T e n t a t i v e S t a t e m e n t o f P r i n c i p l e s
d o e s n o t a s s u m e s u c h a r e s p o n s i b i l i t y . I t p r e s e n t s a n a r r o w c o n c e p t i o n o f a c c o u n t s . '
3 7 5 K a p l a n a n d R e a u g h ( 1 9 3 9 , p 2 2 8 ) a r g u e d , ' T h e a c c o u n t a n t f i n d s i t s a f e s t , t h e r e f o r e , t o r e s o r t t o
h i s t o r i c a l c o s t f i g u r e s , a n d a c c o u n t a n c y b e c o m e s " n o t e s s e n t i a l l y a p r o c e s s o f v a l u a t i o n b u t t h e
a l l o c a t i o n o f h i s t o r i c a l c o s t s a n d r e v e n u e s t o t h e c u r r e n t a n d s u c c e e d i n g f i s c a l p e r i o d s " . F e w i n v e s t o r s
a p p r e c i a t e t h a t t h e a s s e t f i g u r e s m u s t b e i n t e r p r e t e d s o n a r r o w l y . '
3 7 6 G r e e r ( 1 9 3 7 , p 8 0 ) , ' T h e d e c i s i o n h e r e i s n o t a m a t t e r o f j u d g m e n t ; i t i s a m a t t e r o f d e f i n i t i o n .
A c c o u n t i n g c h a r a c t e r i s t i c a l l y h a s b e e n l o n g o n j u d g m e n t a n d s h o r t o n d e f i n i t i o n . ' G r e e r w o u l d
e l s e w h e r e w r i t e o f ' a c c e p t e d p r i n c i p l e s ' ( 1 9 3 8 ) a n d ' r u l e s a n d s t a n d a r d s ' ( 1 9 3 8 a ) .
3 7 7 S e e f o r i n s t a n c e s p a r a g r a p h s 1 4 a n d 1 8 o n t h e d i s c u s s i o n o f ' c a p i t a l ' a n d ' e a r n e d s u r p l u s '
r e s p e c t i v e l y .
3 7 8 R o r e m ( 1 9 3 7 , p l 3 5 ) , ' T h i s s e c t i o n [ o n t h e m e a s u r e m e n t o f i n c o m e ] i s n o t w e l l n a m e d . . . [ i t d e a l s ]
w i t h t h e c l a s s i f i c a t i o n o f i n c o m e r a t h e r t h a n i t s m e a s u r e m e n t . . . t h e r e s u l t a n t e m p h a s i s u p o n
s u b d i v i s i o n r a t h e r t h a n p r i m a r y d e f i n i t i o n . ' F u r t h e r a n a l y s e s o f t e r m i n o l o g i c a l a n d o f m e a s u r e m e n t
i s s u e s c o n t i n u e i n C h a p t e r 8 .
3 7 9 A p p o i n t e d w a s ' a c o m m i t t e e o f u n i v e r s i t y m e n w h o s e i n d e p e n d e n c e a n d i m p a r t i a l i t y w i l l b e
u n q u e s t i o n e d , i n t h e b e l i e f t h a t t h i s w i l l b e t h e m o s t e f f e c t u a l m e a n s o f s u p p l e m e n t i n g e x i s t i n g
a g e n c i e s w o r k i n g t o t h e s a m e e n d s , a n d t h e c o m m i t t e e w i l l b e a b l e t o e n l i s t t h e a s s i s t a n c e a n d s u p p o r t
o f t h o s e w h o h a v e t h e p r a c t i c a l e x p e r i e n c e n e c e s s a r y t o s o u n d c o n c l u s i o n s ' ( S a n d e r s , H a t f i e l d &
M o o r e , 1 9 3 8 , p x i i i - x i v ) .
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u p a r e p o r t c o n t a i n i n g ' a r e a s o n a b l e n u m b e r o f a c c o u n t i n g p r i n c i p l e s , b a s e d o n
p r a c t i c a l b u s i n e s s c o n c e p t s o f c a p i t a l a n d i n c o m e , w h i c h w i l l m e r i t t h e a p p r o v a l o f
t h o s e c o m p e t e n t t o j u d g e o f t h e i r s o u n d n e s s , a n d t h u s a t t a i n t o g e n e r a l a c c e p t a n c e '
( S a n d e r s , H a t f i e l d & M o o r e , 1 9 3 8 , p x i v ) . T h e r e s u l t w a s p u b l i s h e d i n t h e m i d - 1 9 3 0 s ,
a n e x t r e m e l y e m b a r r a s s i n g p e r i o d f o r s o m e i n t h e a c c o u n t i n g p r o f e s s i o n .
T h i s a t t e m p t i s o f i n t e r e s t h e r e a s i t i n c l u d e d t h e l e g a l i n f l u e n c e a s w e l l a s t h e
f i n a n c i a l a n d e c o n o m i c o n e s .
3 8 0
A s w i l l b e s h o w n i n C h a p t e r 8 , l e g a l f a c t o r s w e r e t o
i n f l u e n c e d e b a t e w h e n a s s e s s m e n t s w e r e m a d e o f t h e a p p l i c a t i o n o f C o C o A m e t h o d s
t o l i a b i l i t i e s .
L i t t l e t o n ( 1 9 3 8 ) a t t e m p t e d t o r e c o n c i l e i n t o o n e s e t o f p r i n c i p l e s t h o s e f o u n d i n A A A
( 1 9 3 6 ) , S H & M ( 1 9 3 8 ) a n d B y r n e ( 1 9 3 7 ) . L a t e r , L i t t l e t o n ( 1 9 3 9 ) s t r o n g l y s u p p o r t e d
t h e s t a t e d p u r p o s e o f t h e a l l o c a t i o n o f h i s t o r i c c o s t s . T h i s w a s b e s t s e e n i n h i s
d i s c u s s i o n o f t h e c o s t o r m a r k e t r u l e f o r d e t e r m i n i n g t h e m o n e t a r y a m o u n t f o r
i n v e n t o r y . H e a r g u e d t h a t a n y a d j u s t m e n t w a s n o t t o b e i n c l u d e d i n t h e I n c o m e
S t a t e m e n t b u t r a t h e r b e s h o w n a s a ' s u r p l u s ' a d j u s t m e n t o r a ' n o n - o p e r a t i n g l o s s ' . L o r i g
( 1 9 3 7 , p 4 0 1 ) d i s a g r e e d . l ' " p r e f e r r i n g a n e m p h a s i s o n a p r o v i s i o n o f u s e f u l
i n f o r m a t i o n a n d w a s v e r y c r i t i c a l ( P 4 0 2 ) o f t h e p r o p o s e d p r i n c i p l e s . S t e m p f ( 1 9 3 8 ,
p 5 7 - 5 8 ) t o o w a s m o s t c r i t i c a l o f t h e s t a t e d f u n c t i o n o f a c c o u n t i n g .
N e l s o n ( 1 9 3 9 , p 3 5 0 ) w a s s u p p o r t i v e a n d s u g g e s t e d i n t e r e s t e d p a r t i e s ' s h o u l d b e
g r a t e f u l ' f o r t h e 1 9 3 6 A A A S t a t e m e n t .
3 8 2
O t h e r s l i k e R a n k i n ( 1 9 4 0 ) w o u l d r e f e r t o
b o t h A A A ( 1 9 3 6 ) a n d S H & M ( 1 9 3 8 ) i n v a r i o u s a r g u m e n t s . S w e e n e y ( 1 9 3 7 ) p r o v i d e d
a g e n e r a l o v e r v i e w a n d r e f e r r e d t o r e l a t e d a r t i c l e s b y B a n k s ( 1 9 3 7 ) , C a r m a n ( 1 9 3 6 )
a n d M o n t g o m e r y ( 1 9 3 7 ) .
H o w e v e r , a p r o f i t - d e t e r m i n a t i o n a l l o c a t i o n p r o c e s s c o n t i n u e d t o b e d o m i n a n t . A s
a l r e a d y m e n t i o n e d , t h i s w o u l d r e s u l t i n t h e b a l a n c e s h e e t b e c o m i n g a s t a t e m e n t o f
c u r r e n t v a l u e s o n l y b y c h a n c e a n d m o r e l i k e l y a s t a t e m e n t o f h i s t o r i c a l d a t a w i t h s o m e
s t r a n g e b a l a n c e s a p p e a r i n g a s a s s e t s o r l i a b i l i t i e s . F e w p e o p l e o t h e r t h a n f e l l o w
a c c o u n t a n t s s e e m e d t o a p p r e c i a t e t h a t t h e f i g u r e s h a d t o b e i n t e r p r e t e d i n s u c h a
n a r r o w m a n n e r .
3 8 0 S a n d e r s , H a t f i e l d & M o o r e ( 1 9 3 8 , p 3 ) , ' I n a d d i t i o n t o t h e f i n a n c i a l a n d e c o n o m i c f a c t o r s , o n e o t h e r
g e n e r a l e l e m e n t e n t e r s i n t o t h e p r e p a r a t i o n o f f i n a n c i a l s t a t e m e n t s , n a m e l y , t h e l e g a l e l e m e n t . I t i s t h e
f u n c t i o n o f t h e l i a b i l i t i e s s i d e t o s h o w t h e a m o u n t s o f t h e d i f f e r e n t c l a s s e s o f e q u i t i e s o r i n t e r e s t s i n t h e
a s s e t s l i s t e d o n t h e o t h e r s i d e o f t h e b a l a n c e - s h e e t . T o t h i s e x t e n t , t h e r e f o r e , t h e p r i n c i p l e s o f
a c c o u n t i n g a r e d i c t a t e d b y l e g a l c o n s i d e r a t i o n s ; i n f a c t , i t h a s b e e n s a i d t h a t t h e u l t i m a t e f u n c t i o n o f
a c c o u n t i n g i s t o m a k e p r o p e r a l l o c a t i o n b e t w e e n t h e r e s p e c t i v e e q u i t i e s . '
3 8 1 L o r i g ( 1 9 3 7 , p 4 0 1 ) , ' T h e y m a k e o f c o n s e r v a t i s m a g o d s o d o m i n e e r i n g t h a t t h e o b j e c t i v e o f
a c c o u n t i n g - p r o v i d i n g u s e f u l f i n a n c i a l i n f o r m a t i o n f o r i n t e l l i g e n t g u i d a n c e - i s s o m e w h a t f o r g o t t e n . '
'
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N e l s o n ( 1 9 3 9 , p 3 5 0 ) c o n c l u d e d , ' F o r t u n a t e l y m u c h o f t h e r e c o r d e d d i s h a r m o n y i s m o r e a p p a r e n t t h a n
r e a l . '
1 2 8
A S u b c o m m i t t e e ( 1 9 4 1 , p 6 0 ) e x a m i n i n g S H & M w a s t o q u e s t i o n t h i s b a s i c a l l y l e g a l
a p p r o a c h . l ' " T h e s u b c o m m i t t e e p r e f e r r e d P a t o n & L i t t l e t o n ' s ( 1 9 4 0 ) b a s i c p r e m i s e o f
' a p e r i o d i c m a t c h i n g o f c o s t s a n d r e v e n u e s . ' T h i s m o n o g r a p h w a s s e e n a s a n a n s w e r
t o t h e c h a l l e n g e s p o s e d b y t h e N e w D e a l p r o p o s a l s f o r ' t r u t h i n s e c u r i t i e s ' ( P r e v i t s &
M e r i n o , 1 9 9 8 , p 2 3 1 ) .
A s w e l l , A c c o u n t i n g R e s e a r c h B u l l e t i n s ( A R B ) w e r e t o b e i s s u e d , i t b e i n g n o t e d t h e
d e m a n d f o r u n i f o r m a c c o u n t i n g i n f o r m a t i o n w a s n o w c o m i n g f r o m t r a d e r s i n t h e
s e c u r i t i e s m a r k e t r a t h e r t h a n f r o m c o n t i n u i n g o w n e r s , t h e s i g n i f i c a n c e o f t h e i n c o m e
s t a t e m e n t a g a i n b e i n g s t r e s s e d . A R B 1 ( 1 9 3 9 ) a n d e a r l i e r o n e s r e c e i v e d a l u k e w a r m
r e s p o n s e ( Z e f f , 1 9 7 2 , p 1 3 4 ) . H o w e v e r , o t h e r A R B s f o l l o w e d u n t i l 1 9 4 1 a n d t h e e n t r y
o f t h e U S A i n t o W W I I . T h e y w e r e s e e n a s b e i n g c o n s t r u c t i v e r e s p o n s e s t o c r i t i c i s m
f r o m b o d i e s s u c h a s S E C a n d A A A a n d a r g u a b l y h a d s o m e i n f l u e n c e o n c o r p o r a t e
r e p o r t i n g a s S E C p r o v i d e d a u t h o r i t y t o t h e p u b l i c a t i o n s b y r e q u i r i n g r e g i s t r a n t s t o
f o l l o w t h e p r a c t i c e s r e c o m m e n d e d .
P r e s s u r e t o e l i m i n a t e a l t e r n a t i v e w a y s o f a c c o u n t i n g f o r s i m i l a r e v e n t s c o n t i n u e d t o
c o m e f r o m v a r i o u s s o u r c e s i n c l u d i n g S E C , A A A , e l e m e n t s w i t h i n t h e I n s t i t u t e i t s e l f ,
f i n a n c i a l a n a l y s t s a n d t h e f i n a n c i a l p r e s s . O t h e r g r o u p s , i n c l u d i n g s o m e c o r p o r a t e
m a n a g e m e n t a n d t r a d e o r g a n i s a t i o n s , r e s i s t e d , p r e f e r r i n g t h e s t a t u s q u o .
S c o t t ( 1 9 3 7 , p 2 9 6 ) w a s o n e w h o s t r e s s e d ' t h a t a l l a c c o u n t i n g p r i n c i p l e s a n d p r a c t i c e s
m u s t p r e s e r v e a v i t a l f u n c t i o n a l r e l a t i o n s h i p t o a w o r l d o f c h a n g i n g e c o n o m i c f a c t s . '
T h i s w a s a g e n e r a l c r i t i c i s m t o b e m a d e o f t h e 1 9 3 6 A A A S t a t e m e n t w h i c h h e t h o u g h t
i n a d e q u a t e l y r e c o g n i z e d t h e c h a n g e s . i " R e a s o n i n g u n d e r l y i n g a p p l i c a t i o n s w o u l d
c o n t i n u e t o b e d e b a t e d ( K o h l e r , 1 9 3 9 ) .
4 . 3 . 3 R e p o r t i n g o f l i a b i l i t i e s
D u r i n g t h i s p e r i o d , q u e s t i o n s o f f o r m a n d a p p l i c a t i o n c o n t i n u e d t o b e a d d r e s s e d . A s
p o i n t e d o u t i n t h e p r e v i o u s s u b - s e c t i o n , A A A ( 1 9 3 6 ) p r o v i d e d s o m e u n d e r l y i n g
r e a s o n i n g , b u t b a s i c a l l y f o l l o w e d t h e M a y a p p r o a c h .
T h e t e r m ' l i a b i l i t y ' i s u s e d o n c e ( p a r a l l , p 6 2 ) a n d t h e n s i m p l y i n c o n n e c t i o n w i t h t h e
t r e a t m e n t o f a n y g a i n o r l o s s a r i s i n g f r o m a l i a b i l i t y b e i n g d i s c h a r g e d f o r l e s s o r m o r e
t h a n i t s r e c o r d e d a m o u n t . M e n t i o n t o ' c r e d i t o r s ' i s m a d e ( I n t r o d u c t i o n , p 6 1 ) , t o
' o b l i g a t i o n ' a n d ' i n d e b t e d n e s s ' ( p a r a 6 - a g a i n i n c o n n e c t i o n t o t h e t r e a t m e n t o f a n y
d i f f e r e n c e s b e t w e e n g r o s s a m o u n t a n d m a t u r i t y a m o u n t o f t h e o b l i g a t i o n ) , t o
' b o r r o w e d m o n e y ' ( p a r a I O , p 6 2 ) a n d t o a n y ' s u r p l u s s e t a s i d e f o r c o n t i n g e n c i e s '
( p a r a l 3 , p 6 3 ) .
3 8 3 T h e S u b c o m m i t t e e ( 1 9 4 1 , p 6 0 ) a r g u e d , ' T h e s e c o m m e n t s p r o m p t t h e t h o u g h t t h a t i t m a y b e p r u d e n t
t o a v o i d b a s i n g t h e e n t i r e d i s c u s s i o n o f a c c o u n t i n g p r i n c i p l e s o n t h e p r e m i s e o f t h e d i s t i n c t i o n b e t w e e n
c a p i t a l a n d i n c o m e . '
3 8 4 H e c o n t i n u e d ( p 3 0 3 ) : ' T h e b e s t m e a n s o f g u a r d i n g a g a i n s t t h e m i s u s e o f a c c o u n t s i s a n i n t e l l i g e n t
c o n s t r u c t i v e g u i d a n c e o f t h e i r d e v e l o p i n g f u n c t i o n s . T h e T e n t a t i v e S t a t e m e n t o f P r i n c i p l e s d o e s n o t
a s s u m e s u c h a r e s p o n s i b i l i t y . I t p r e s e n t s a n a r r o w c o n c e p t i o n o f a c c o u n t s .
' P e r h a p s t h e b u r d e n o f t h e c o m p l a i n t i n t h i s a r t i c l e c a n b e e x p r e s s e d b e s t b y s a y i n g t h a t t h e w o r k
o f t h e c o m m i t t e e h a s b e e n d i r e c t e d t o w a r d s a c o n s t r u c t i v e d e v e l o p m e n t o f p r a c t i c e w i t h o u t a
c o r r e s p o n d i n g a n d n e c e s s a r y c o n s t r u c t i v e d e v e l o p m e n t o f t h e o r y . '
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T h e S t a t e m e n t c o n t a i n s l i t t l e s p e c i f i c a l l y o n l i a b i l i t i e s . H u s b a n d ( 1 9 3 7 , p 3 9 1 )
a g r e e d . m T h e e m p h a s i s r e m a i n e d o n a s s e t s . V a l u a t i o n o f p h y s i c a l a s s e t s i s d i s c u s s e d ,
a s s e t s b e i n g t h a t p a r t o f o r i g i n a l c o s t w h i c h ' s h o u l d b e c a r r i e d f o r w a r d a s r e a s o n a b l y
a p p l i c a b l e t o f u t u r e o p e r a t i o n s ' ( p a r a l , p 6 1 ) . I n t e r e s t i n g l y , H u s b a n d ( p 3 8 8 ) s u g g e s t e d
t h a t t h e t e r m ' v a l u e ' b e e l i m i n a t e d f r o m t h e a c c o u n t a n t ' s v o c a b u l a r y . A r g u a b l y a
m a j o r c o n t r i b u t i o n t o a c c o u n t i n g w a s t h e d i s c u s s i o n t h e S t a t e m e n t a r o u s e d , t h u s
f u l f i l l i n g t h e c l a i m ( A A A , p 6 0 ) , ' I t i s h o p e d t h a t t h e i r p u b l i c a t i o n m a y a r o u s e
d i s c u s s i o n a n d t h a t a m o r e c o m p r e h e n s i v e f o r m u l a t i o n w i l l d e v e l o p . '
B l o u g h ( 1 9 3 7 b , p 3 1 , 3 3 , 3 4 ) b r i e f l y d i s c u s s e d i s s u e s o f l i a b i l i t i e s . L o r i g ( 1 9 3 7 , p 4 0 2 )
u s e d t h e t e r m ' o b l i g a t i o n ' . O n e m a j o r p o i n t w a s t h e l a c k o f d e f i n i t i o n o f t e r m s , o n
w h i c h L i t t l e t o n ( 1 9 3 8 , p 2 3 4 ) r e c o m m e n d e d , ' V a g u e n e s s s h o u l d b e e l i m i n a t e d a n d
w o r d s c a r e f u l l y c h o s e n , w i t h d e f i n i t i o n s b e i n g g i v e n i n m a n y c a s e s . ' D o h r ( 1 9 3 9 ,
p 3 8 - 3 9 ) a r g u e d i n a s i m i l a r m a n n e r .
386
T h e p a r t i c u l a r p r o b l e m o f t h e t r e a t m e n t a f f o r d e d b o n d d i s c o u n t o r p r e m i u m a n d t h e
r e l a t e d v a l u a t i o n o f t h e l i a b i l i t y i n c u r r e d f o r t h o s e b o n d s w a s a d d r e s s e d i n A A A 1 9 3 6
i n a w a y s e e n a s a d e p a r t u r e f r o m p r a c t i c e . 3 8 7
A s s h o w n i n p r e v i o u s s u b - s e c t i o n s , p r o b l e m s h e r e h a d b e e n d e b a t e d f o r s o m e y e a r s .
A c c o u n t i n g Q u e s t i o n s ( 1 9 3 3 ) d e a l t w i t h t h e p r a c t i c e o f i n c l u d i n g i n t h e c o s t o f a
p r o j e c t t h e i n t e r e s t u n t i l t h e e x t e n s i o n s w e r e i n u s e . P a t o n ( 1 9 3 4 , p l l S ) d i s a g r e e d w i t h
t h e i d e a o f a d e f e r r e d d e b i t b e i n g a n a s s e t , b u t n o t e d t h e p r a c t i c e o f c o m b i n i n g b o n d
d i s c o u n t a n d o t h e r c o s t s .
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I n t h e c o n t e x t o f A A A ( 1 9 3 6 ) , P a t o n ( 1 9 3 7 , p 2 8 6 ) a r g u e d f o r a d i s c u s s i o n o f
' c h a r a c t e r ' a n d ' a m o u n t ' o f a l i a b i l i t y . 3 8 9 T h e i n t r o d u c t i o n o f a n ' e f f e c t i v e ' a m o u n t o f
3 8 5 H u s b a n d ( 1 9 3 7 , p 3 9 1 , f o o t n o t e 9 ) , ' I t s h o u l d b e n o t e d t h a t t h e p o s t u l a t e s s a y l i t t l e s p e c i f i c a I l y
c o n c e r n i n g l i a b i l i t i e s . '
3 8 6 D o h r ( \ 9 3 9 , p 3 8 - 3 9 ) , ' T h e r e i s s t i l l a g o o d d e a l o f c o n f u s i o n , h o w e v e r , d u e l a r g e l y t o t h e l a c k o f
u n i f o r m i t y a n d d e f i n i t i o n i n b a l a n c e s h e e t t e r m i n o l o g y a n d t o t h e u s e o f n a r r o w o r " s p e c i a l i z e d "
m e t h o d s o f a p p r o a c h i n o u r e f f o r t s t o s o l v e t h e p r o b l e m . T h i s i s p a r t i c u l a r l y t r u e o f t h e ' n e t a s s e t '
s e c t i o n o f t h e c o r p o r a t e b a l a n c e s h e e t . H e r e t h e r e a d e r e n c o u n t e r s a w i d e v a r i e t y o f i n a d e q u a t e l y
d e f i n e d a n d m i s d e s c r i p t i v e t e r m s s u c h a s . . . e q u i t i e s , . . . l i a b i l i t i e s , . . . e t c . F u r t h e r p r o g r e s s i s t h e r e f o r e
d e p e n d e n t u p o n a g r e a t e r a c c u r a c y i n t h e u s e o f t e r m s a n d t h e a d o p t i o n o f a b r o a d o r g e n e r a l p o i n t o f
v i e w . '
3 8 7 R o r e m ( 1 9 3 7 , p 1 3 5 ) n o t e d , ' O n l y o n e s t a t e m e n t i s m a d e w i t h r e g a r d t o t h e v a l u a t i o n o f l i a b i l i t i e s ,
n a m e l y t h a t " b o n d d i s c o u n t " r e p r e s e n t s a r e d u c t i o n o f i n d e b t e d n e s s . . . T h e l o g i c o f t h e c o m m i t t e e ' s
p o s i t i o n m u s t b e a d m i t t e d , a n d h e r e a d e f i n i t e d e p a r t u r e f r o m c u r r e n t p r a c t i c e i s r e c o m m e n d e d . '
3 8 8 P a t o n ( 1 9 3 4 , p l I S ) , ' W i t h r e s p e c t t o d i s c o u n t s o n b o n d s a n d s i m i l a r s e c u r i t i e s t h e u n i v e r s a l p r a c t i c e
i s t o t r e a t t h e a m o u n t o f t h e d i s c o u n t , u s u a I l y a m a l g a m a t e d w i t h t h e u n d e r w r i t i n g a n d o t h e r i s s u i n g
c o s t s a s a d e f e r r e d c h a r g e t o o p e r a t i o n s . '
3 8 9 P a t o n ( \ 9 3 7 , p 2 8 6 ) , ' . . . i t i s n e c e s s a r y , a s a p r e l i m i n a r y s t e p , t o c o n s i d e r t h e c h a r a c t e r a n d
a c c o u n t i n g s i g n i f i c a n c e o f l i a b i l i t i e s i n g e n e r a l . T h e i m p r e s s i o n t h a t a l i a b i l i t y i s a f i x e d , u n v a r y i n g
a m o u n t t h r o u g h o u t t h e l i f e o f t h e c o n t r a c t , w h i c h s e e m s t o b e l o d g e d i n t h e m i n d s o f m a n y a c c o u n t a n t s ,
i s e n t i r e l y u n w a r r a n t e d b y l e g a l a n d f i n a n c i a l c o n d i t i o n s o b t a i n i n g a n d i s r e g u l a r l y d e n i e d b y t h e
a c c o u n t a n t ' s o w n p r o c e d u r e s . T h e p l a i n f a c t i s t h a t t h e e f f e c t i v e a m o u n t o f a l i a b i l i t y c h a n g e s
s y s t e m a t i c a I l y t h r o u g h o u t t h e t e r m o f t h e i n d e b t e d n e s s . '
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a l i a b i l i t y h a d i m p l i c a t i o n s f o r t h e m e a s u r e m e n t d e b a t e ( C h a p t e r 8 ) . S w e e n e y ( 1 9 3 7 ,
p 4 0 4 ) a p p r o a c h e d t h e d e b a t e i n a d i f f e r e n t f a s h i o n . l ' " F r o m a s t a t e d d e f i n i t i o n , h e
a n a l y s e s v a r i o u s c a s e s ( u s i n g r h e t o r i c a l q u e s t i o n s ) t o c o n c l u d e t h a t t w o t y p e s o f
l i a b i l i t i e s ( a c t u a l a n d c o n v e n t i o n a l ) w e r e f o u n d , s u g g e s t i n g a n e e d f o r t w o d i s t i n c t
d e f i n i t i o n s .
D e b a t e c o n t i n u e d . B a n k s ( 1 9 3 7 , p 6 0 ) c o u l d s e e n o r e a s o n f o r d e n y i n g t h a t t h e
d i s c o u n t m i g h t b e i n c l u d e d i n t h e c o s t o f t h e b u i l d i n g . A c c o u n t i n g Q u e s t i o n s ( 1 9 3 6 ,
p 4 7 3 ) s u g g e s t e d i t w a s g o o d a c c o u n t i n g p r a c t i c e t o c a r r y f o r w a r d a n y u n a m o r t i z e d
d e b t d i s c o u n t a n d e x p e n s e a s w e l l a s p r e m i u m s p a i d o n b o n d s r e f u n d e d . A v a r i a t i o n
o n t h i s m a t t e r a r o s e i n t h e d i s c u s s i o n i n N o t e s o f t h e M o n t h ( 1 9 3 9 , p l 0 6 ) o f S E C
R e l e a s e N o . 1 0 i n 1 9 3 8 . A d i s t i n c t i o n w a s s e e n i n t h e t r e a t m e n t o f t h e u n a m o r t i z e d
a m o u n t o f b o n d d i s c o u n t a n d e x p e n s e a t d a t e o f r e t i r e m e n t w h e r e
1 . t h e r e t i r e m e n t w a s f i n a n c e d b y t h e s a l e o f c a p i t a l s t o c k , a n d
2 . t h e r e t i r e m e n t w a s f i n a n c e d b y o t h e r e v i d e n c e s o f i n d e b t e d n e s s .
C r a n s t o u n ( 1 9 3 9 a , p 1 7 9 ) q u e s t i o n e d t h e d i s t i n c t i o n i t s e l f , f o r m u l a t i n g q u e s t i o n s
d e a l i n g w i t h ' p r i n c i p l e ' a n d ' p r a c t i c e ' . H e ( p 1 7 9 ) a n s w e r s t h e l a t t e r f i r s t , a r g u i n g
c o n s i d e r a b l e r e s e a r c h w o u l d b e n e c e s s a r y t o m a k e a c o n f i d e n t a s s e r t i o n a s t o t h e
g e n e r a l p r a c t i c e . l ' " C r a n s t o u n ' s ( P 1 7 9 ) a n s w e r t o t h e q u e s t i o n o f ' p r i n c i p l e ' r e s t a t e d
a r g u m e n t s t h a t t w o w a y s o f p a y i n g ' i n t e r e s t ' e x i s t . I t i s n o t q u e s t i o n e d w h e t h e r o r n o t
t h e t o t a l o f ' c o u p o n p a y m e n t s ' a n d ' b o n d d i s c o u n t ' i s t o b e t e r m e d ' i n t e r e s t ' . T h e
a r g u m e n t w h y t h e e f f e c t i v e r a t e o f i n t e r e s t s h o u l d d e t e r m i n e t h e e x p e n s e a m o u n t i n
t h e p e r i o d i n c o m e s u m m a r y a n d i t s e f f e c t o n t h e v a l u a t i o n o f t h e l i a b i l i t y i s n o t
a d v a n c e d . H i s a s s e r t i o n s , i n d e p e n d e n t l y , d o n o t s e e m i n v a l i d e s p e c i a l l y t o o n e
f a m i l i a r w i t h a c c o u n t i n g j a r g o n . H o w e v e r , t a k e n a s a w h o l e t h e y d o n o t s e e m t o
c o m p r i s e a c o n v i n c i n g a r g u m e n t .
W h i l e a p p e a r i n g q u i t e p l a u s i b l e , c o n f l i c t i n g t r e a t m e n t s r e m a i n e d p o s s i b l e . P e r h a p s
i n d i c a t i v e o f t h e m a l a i s e p l a g u i n g a c c o u n t i n g w a s t h e E d i t o r i a l ( 1 9 3 9 , p 1 3 6 - l 3 7 ) o n
C r a n s t o u n ' s c o m m e n t a . " ? H o w e v e r , i f c o n f l i c t i n g ' r e a s o n e d o p i n i o n s ' w e r e p o s s i b l e ,
h o w c o u l d t h e ' p o s i t i o n ' t o b e t a k e n d e c i d e d a n d t h e v a l i d i t y o f a n y c r i t i c i s m s t e s t e d ?
3 9 0 S w e e n e y ( 1 9 3 7 , p 4 0 4 ) , ' T h e d e f i n i t i o n o f t h e t e r m l i a b i l i t y a s g i v e n b y t h e N a t i o n a l C o m m i t t e e o n
M u n i c i p a l A c c o u n t i n g i s a s f o l l o w s : " d e b t s o r o t h e r l e g a l o b l i g a t i o n s a r i s i n g o u t o f t r a n s a c t i o n s o f t h e
p a s t , w h i c h m u s t b e l i q u i d a t e d o r r e n e w e d o r r e f u n d e d u p o n s o m e f u t u r e d a t e " . I t i s t o b e n o t e d t h a t t h e
d e b t s a r e l e g a l o n e s . I s i t t o o f a r f e t c h e d t o a s s u m e f r o m t h i s d e f i n i t i o n t h a t t h e d e b t s t o b e r e p o r t e d a r e
l e g a l l y e n f o r c e a b l e c l a i m s - n o t n e c e s s a r i l y i n l e g a l p r o c e s s , o f c o u r s e - a n d t h e a m o u n t w h i c h
p r e s u m a b l y a d e b t o r c a n c u r r e n t l y a s s e r t i f c a l l e d u p o n t o d o s o ? . . . I f i t i s u r g e d t h a t a d e b t d i s c o u n t i s
a n e g a t i v e l i a b i l i t y c a n i t n o t a l s o b e u r g e d t h a t a d e b t p r e m i u m i s a p o s i t i v e l i a b i l i t y ? C e r t a i n l y i t i s
d i f f i c u l t t o r e g a r d a d e b t p r e m i u m a s a l i a b i l i t y u n d e r t h e a b o v e d e f i n i t i o n o f a l i a b i l i t y . I s i t n o t j u s t a s
d i f f i c u l t t o r e g a r d a d e b t d i s c o u n t a s a r e d u c t i o n o f a l i a b i l i t y u n d e r t h e a b o v e d e f i n i t i o n ? D o w e n e e d
d e f i n i t i o n s f o r t w o t y p e s o f l i a b i l i t i e s , o n e p e r h a p s f o r e f f e c t i v e l i a b i l i t i e s a n d t h e o t h e r f o r i n e f f e c t i v e
l i a b i l i t i e s ? '
3 9 1 T h i s v a l i d c r i t i c i s m o f t h e S E C c o n c l u s i o n i s a n e q u a l l y v a l i d c r i t i c i s m o f C r a n s t o u n ' s s t a n d , a s h e
t o o w o u l d r e q u i r e ' c o n s i d e r a b l e r e s e a r c h ' t o s u p p o r t h i s c l a i m t h a t p r a c t i c e h a s n o t c o n f o r m e d t o
S E C ' s o p i n i o n .
3 9 2 E d i t o r i a l ( 1 9 3 9 , p 1 3 6 - 1 3 7 ) , ' W e h a v e s u g g e s t e d t h a t T h e J o u r n a l o f A c c o u n t a n c y b e u s e d a s a
m e d i u m f o r d i s c u s s i o n o f S . E . C . a c c o u n t i n g r e l e a s e s , a n d t h i s m o n t h w e p u b l i s h c r i t i c i s m b y W . D .
C r a n s t o u n , e d i t o r o f T h e C o m m e n t a t o r o f r e l e a s e N o . 1 0 , t h e t e x t o f w h i c h w a s p r i n t e d i n t h e F e b r u a r y
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I t w o u l d n o t s e e m u n r e a s o n a b l e t o e x p e c t a n a n s w e r t o t h i s q u e s t i o n i n A R B 2 ( 1 9 3 9 ) .
H o w e v e r , a l t e r n a t i v e t r e a t m e n t s w e r e ' r e g a r d e d a s a c c e p t a b l e a c c o u n t i n g p r a c t i c e ' t o
w h i c h F r e e m a n ( 1 9 3 5 ; 1 9 3 9 , p 3 9 7 ) t o o k e x c e p t i o n .
M a y ( 1 9 4 0 ) , a v i c e c h a i r m a n o f t h e c o m m i t t e e w h i c h p r e p a r e d A R B 2 , a t t a c k e d
F r e e m a n ' s p r o p o s a l , b u t d i d n o t c o m e t o g r i p s w i t h F r e e m a n ' s l i n e o f r e a s o n i n g a n d
s u p p o r t i n g a r g u m e n t , m a k i n g a s s u m p t i o n s w h i c h e f f e c t i v e l y l i m i t e d d e b a t e . l ' "
W h e t h e r M a y i n t e n d e d o n e t o a s s u m e t h a t ' a r e a l i s t i c f i n a n c i a l b a s i s ' w a s c o m p a t i b l e
w i t h t h e c r i t e r i o n ' p r o p e r t o c a r r y f o r w a r d ' i s n o t c e r t a i n . M a y w a s c o n c e r n e d w i t h
' a c c o u n t i n g q u e s t i o n s ' o n l y , a s w a s C r a n s t o u n . T h e r e i s n o d i s c u s s i o n o f w h e t h e r o r
n o t t h e r e f u n d i n g i s , i n F r e e m a n ' s t e r m s , ' a d v a n t a g e o u s ' .
T h e s i t u a t i o n r e m a i n e d f a r f r o m s e t t l e d . C r a n s t o u n ( 1 9 3 9 , p 4 6 ) w r o t e o f t h e
d i f f i c u l t i e s f a c e d i n t r y i n g t o i n t e r p r e t t h e b a l a n c e s h e e t o f t h e T o l e d o E d i s o n
C o m p a n y ( a p u b l i c u t i l i t y ) a t M a y 3 1 , 1 9 3 8 .
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D i f f e r e n t t r e a t m e n t s w e r e a f f o r d e d
v a r i o u s p a r t s o f t h e ' l i a b i l i t y ' , s u g g e s t i n g t e n s i o n s r e m a i n e d a t b o t h t h e u n d e r l y i n g
r e a s o n i n g a n d a p p l i c a t i o n l e v e l s .
I n d i s c u s s i n g c o n t i n g e n c i e s , F i s h e r ( 1 9 3 3 , p 1 6 - l 7 ) r a i s e d s e v e r a l i s s u e s , i n c l u d i n g t h e
r e l a t i o n s h i p b e t w e e n l a w a n d c o m m e r c e . I n l a w , c o n t i n g e n t i t e m s w e r e i d e n t i f i e d w i t h
d e p e n d e n c e u p o n s o m e e v e n t w h i c h m a y o c c u r i n t h e f u t u r e . I n c o m m e r c e , F i s h e r
s u g g e s t s t h r e e d i s t i n g u i s h i n g c h a r a c t e r i s t i c s e x i s t :
• p r o b a b i l i t y o f m a t u r i t y ,
• t i m e o f p o s s i b l e m a t u r i t y , a n d
• t y p e o f m a t u r e d c l a i m w h i c h m a y h a v e t o b e s a t i s f i e d .
F i s h e r c o n c l u d e d t h a t a l t e r n a t i v e t r e a t m e n t s a r e n e c e s s a r y a n d a v a i l a b l e f o r c o n t i n g e n t
l i a b i l i t i e s .
D e b a t e p e r s i s t e d . P a t o n ( 1 9 3 4 , p 1 1 9 ) w r o t e o f v a r i e d ' o b j e c t i o n a b l e p r a c t i c e s ' . H e
( p 1 2 l ) a l s o s u g g e s t e d t h a t a n i n t e r m e d i a t e g r o u p b e t w e e n ' t y p i c a l l i a b i l i t i e s ' a n d ' n e t
i s s u e . . . W h i l e w e t a k e n o p o s i t i o n a s t o t h e v a l i d i t y o f M r C r a n s t o u n ' s c r i t i c i s m , w e c a l l a t t e n t i o n t o
h i s c o m m e n t s a n d u r g e t h a t o t h e r s s e n d u s t h e i r r e a s o n e d o p i n i o n s o n t h e s a m e i s s u e . I t i s s u c h
d i s c u s s i o n w h i c h p r e s e r v e s t h e v i t a l i t y o f a c c o u n t i n g t h o u g h t . '
3 9 3 M a y ' s o p e n i n g p a r a g r a p h ( 1 9 4 0 , p 4 9 ) i n c l u d e d , ' I s h a l l a s s u m e t h a t i t i s p r o p e r t o c a r r y f o r w a r d t h e
d i s c o u n t a n d r e d e m p t i o n p r e m i u m b e y o n d t h e d a t e o f r e f u n d i n g , a n d s h a l l l i m i t m y d i s c u s s i o n t o t h e
q u e s t i o n o f t h e t e r m o v e r w h i c h t h e y s h o u l d b e s p r e a d . '
3 9 4 O f t h e b a l a n c e s h e e t , C r a n s t o u n ( 1 9 3 9 , p 4 6 ) w r o t e , ' N o t e 3 . . . d e s c r i b e s t h e p o l i c y w h i c h t h e
c o m p a n y p r o p o s e s t o p u r s u e w i t h r e s p e c t t o w r i t i n g o f f u n a m o r t i z e d b a l a n c e o f d e b t d i s c o u n t ,
p r e m i u m s , a n d e x p e n s e s i n c o n n e c t i o n w i t h b o n d i s s u e s r e f u n d e d t h r o u g h t h e i s s u a n c e o f n e w f i r s t
m o r t g a g e b o n d s a n d d e b e n t u r e s : " ' t o a m o r t i s e o v e r t h e l i f e o f t h e n e w f i r s t - m o r t g a g e b o n d i s s u e , t h e
p r e s e n t l y e x i s t i n g u n a m o r t i z e d b a l a n c e o f d e b t d i s c o u n t , p r e m i u m a n d e x p e n s e t o g e t h e r w i t h t h e p r o -
r a t a p o r t i o n ( b a s e d u p o n t h e r a t i o o f n e w b o n d s t o t h e c o m b i n e d n e w s e c u r i t i e s i s s u e d ) o f t h e p r e m i u m s
a n d e x p e n s e s ( i n c l u d i n g d u p l i c a t e i n t e r e s t ) t o b e p a i d i n c o n n e c t i o n w i t h t h e r e f u n d i n g o f t h e
a f o r e m e n t i o n e d O b l i g a t i o n s ,
' ' ' t o a m o r t i z e o v e r t h e l i f e o f t h e n e w d e b e n t u r e i s s u e t h e p r o - r a t a p o r t i o n ( b a s e d u p o n t h e r a t i o o f n e w
d e b e n t u r e s t o t h e c o m b i n e d n e w s e c u r i t i e s i s s u e d ) o f t h e p r e m i u m s a n d e x p e n s e s ( i n c l u d i n g d u p l i c a t e
i n t e r e s t ) t o b e p a i d i n c o n n e c t i o n w i t h t h e r e f u n d i n g o f t h e a f o r e m e n t i o n e d o b l i g a t i o n s . ' ' '
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w o r t h ' e x i s t e d .
3 9 5
T h i s w a s a r e c y c l i n g o f a n i d e a m e t i n t h e p r e v i o u s c h a p t e r o f a
' t h i r d p l a c e ' . W o r m a n ( 1 9 3 4 , p 3 6 8 - 3 6 9 ) a n d D o u g l a s ( 1 9 3 4 , p 1 3 9 ) d e b a t e d
p r e s e n t a t i o n i s s u e s w h i l e B a u m a n n ( 1 9 3 6 , p 3 8 3 ) , i n a n s w e r i n g a q u e s t i o n o n w h e r e
p a r t i c u l a r r e s e r v e s s h o u l d b e s h o w n o n t h e b a l a n c e s h e e t , r e v e a l e d t h e c o n t i n u i n g
c o n f u s i o n r e g a r d i n g a ' r e s e r v e f o r c o n t i n g e n c i e s ' . S a l i e r s ( 1 9 3 7 , p 1 8 9 ) e x a m i n e d
p u b l i s h e d b a l a n c e s h e e t s a n d f o u n d a l a c k o f u n i f o r m i t y . A d v i c e w a s s t i l l s o u g h t i n
A c c o u n t i n g Q u e s t i o n s ( 1 9 3 7 , p 1 3 9 ) a b o u t ' t h e p r o p e r m e t h o d o f r e f l e c t i n g o n a
b a l a n c e - s h e e t ' a g r e e m e n t s c o n c e r n i n g d e f e r r e d - p a y m e n t p a p e r .
S i m i l a r q u e s t i o n s w e r e p o s e d b y T o l l e y ( 1 9 3 7 , p 3 0 1 - 3 0 2 ) . A r e p l y ( 1 9 3 7 , p 3 0 2 ) f r o m
t h e a u t h o r o f o n e o f t h e o r i g i n a l a n s w e r s w a s i n c l u d e d b y t h e E d i t o r , s u g g e s t i n g t h e
m a x i m u m l i a b i l i t y t h a t t h e c o m p a n y c o u l d b e c a l l e d u p o n t o m e e t b e s t a t e d i n t h e
n o t e . T h e a n s w e r i s b a s e d o n ' t h e p r a c t i c e o f a c c o u n t a n t s ' .
J u s t w h a t t h e t e r m ' c o n t i n g e n c i e s ' r e f e r r e d t o i n f i n a n c i a l s t a t e m e n t s c o n t i n u e d t o b e
u n c e r t a i n ( C r a n s t o u n , 1 9 3 7 ; 1 9 3 7 a ) . T h i s w a s r e i n f o r c e d b y a n o t h e r c o m m e n t a r y b y
C r a n s t o u n ( 1 9 3 8 , p 1 9 0 ) w h o w a s s u r p r i s e d t o f i n d a ' r e s e r v e f o r d i v i d e n d s n o t y e t
d e c l a r e d ' . H e l a t e r ( 1 9 3 8 a , p 4 0 4 ) c o m m e n t e d o n t h e c o n f u s i o n s u r r o u n d i n g w h a t w a s
a l i a b i l i t y i n v a r i o u s c a s e s .
W o o d b r i d g e ( 1 9 3 8 , p I 0 5 ) , i n a n a l y s i n g t h e u s e o f t h e t e r m ' R e s e r v e ' , f o u n d t h a t t h e
t e r m ' r e s e r v e ' c o n t i n u e d t o b e a p p l i e d t o ( I ) a s s e t o r v a l u a t i o n r e s e r v e s , ( 2 ) l i a b i l i t y
r e s e r v e s a n d ( 3 ) s u r p l u s r e s e r v e s . H e q u e s t i o n e d t h e a p p l i c a t i o n o f t h e t e r m t o t h e f i r s t
t w o g r o u p s . A c c o u n t i n g Q u e s t i o n s ( 1 9 3 8 , p 6 7 ) i n c l u d e d a l i s t o f c r e d i t i t e m s ,
q u e s t i o n i n g w h e r e t h e y m i g h t a p p e a r o n a b a l a n c e - s h e e t . T h e s u g g e s t e d a n s w e r
a l l o w s f o r a l t e r n a t i v e t r e a t m e n t s o f s o m e i t e m s . W h e t h e r o r n o t a ' r e s e r v e f o r
c o n t i n g e n c i e s ' w a s a n ' a c t u a l l i a b i l i t y ' w a s d i s c u s s e d i n A c c o u n t i n g Q u e s t i o n s ( 1 9 3 9 ,
p 3 7 3 ) . I n h e r e n t a m b i g u i t y p r e v a l e n t i n p r o b l e m s h e r e w a s c o n f i r m e d i n t h e r e l a t e d
a n s w e r ( P 3 7 3 ) .
W h i l e u n d e r l y i n g r e a s o n i n g w a s e x p e c t e d i n A A A ( 1 9 3 6 ) , i t p r o v i d e d l i t t l e t o w a r d s a
d e f i n i t i o n o f ' l i a b i l i t y ' i n a c c o u n t i n g . I t r e f l e c t e d a n i n p u t - o r i e n t e d a t t i t u d e t o w a r d s
a c c o u n t i n g a s m e t i n C h a p t e r s 2 a n d 3 . A n i n c o m e d e t e r m i n a t i o n p r o c e s s w a s t h e
c e n t r a l c o r e o f a c c o u n t i n g , l e a d i n g t o i t s ' f u n d a m e n t a l a x i o m ' o f a c c o u n t i n g b e i n g a
p r o c e s s o f a l l o c a t i o n , n o t o f v a l u a t i o n . M a y p r o v i d e d a c c o u n t a n t s ' " w i t h a l e g a c y
w h i c h w o u l d l a s t f o r s e v e r a l d e c a d e s .
4 . 4 T h e M a y L e g a c y
T h e p r e v i o u s l y m e t M a y C o m m i t t e e s ( a n d t h e i r u n d e r l y i n g t h e m e s ) w e r e s u c c e s s f u l
i n p a r t t o t h w a r t g o v e r n m e n t i n t e r v e n t i o n i n f o r m u l a t i n g a c c o u n t i n g p r i n c i p l e s o r
3 9 5 P a t o n ( 1 9 3 4 , p 1 1 9 ) w r o t e v a r i e d ' o b j e c t i o n a b l e p r a c t i c e s ' r e g a r d i n g ' c a p i t a l a n d s u r p l u s ' i n c l u d e d ,
' F a i l u r e t o d i s t i n g u i s h a d e q u a t e l y b e t w e e n s u r p l u s r e s e r v e s , a s s e t v a l u a t i o n r e s e r v e s a n d l i a b i l i t i e s
l a b e l l e d a s r e s e r v e s . '
3 9 6 C a r e y ( 1 9 6 9 , p 4 0 ) t o o c o m m e n t s o n s u c c e s s e s o f t h e p r a c t i t i o n e r w i n g o f t h e p r o f e s s i o n : ' I n v i e w o f
t h e m a g n i t u d e o f t h e p r o b l e m s t o b e s o l v e d , t h e t e m p e r o f p u b l i c o p i n i o n , t h e l a c k o f a n y s t a t u t o r y
p o w e r s v e s t e d i n i n d e p e n d e n t a u d i t o r s , a n d t h e l i m i t e d r e s o u r c e s a n d i n f l u e n c e o f t h e I n s t i t u t e , i t s
e f f o r t s t o a d j u s t t o t h e n e w e n v i r o n m e n t s e e m i n r e t r o s p e c t l i k e t r y i n g t o b a i l o u t t h e o c e a n w i t h a
t e a s p o o n . B u t t o d o t h e m c r e d i t , t h e p r o f e s s i o n ' s l e a d e r s k e p t t r y i n g , a n d i n t h e e n d , c o n s i d e r i n g
e v e r y t h i n g , t h e y w e r e s u r p r i s i n g l y s u c c e s s f u l . '
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r u l e s . T h e y w e r e t o p r o t e c t t h e a c c o u n t i n g p r o f e s s i o n i n g e n e r a l a n d t h e p r a c t i t i o n e r i n
p a r t i c u l a r , w h i l e t a k i n g a s t e p f o r w a r d i n d e v e l o p i n g A A P a n d c l a r i f i c a t i o n o f
a u d i t o r s ' r e s p o n s i b i l i t i e s t " v i a n e g o t i a t i o n s w i t h N Y S E . H o w e v e r , t o C h a t o v ( 1 9 7 5 ,
p 1 3 2 ) t h e y r e p r e s e n t e d t h e a b r o g a t i n g b y S E C o f t h e r e s p o n s i b i l i t y t o d e t e r m i n e A A P .
T o M a c N e a l ( 1 9 3 9 / 1 9 6 2 , p 6 9 ) , h i s u n d e r l y i n g c r i t i c i s m s o f a c c o u n t i n g w e r e
d i s m i s s e d - t o h i m t h e o b s e r v e d p r o b l e m s o f p r a c t i c e w e r e i n t e l l e c t u a l , n o t m o r a l .
3 9 8
T h e n a t u r e o f a c c o u n t i n g a n d t h e w i d e s p r e a d m i s u n d e r s t a n d i n g o f i t s s i g n i f i c a n c e a n d
l i m i t a t i o n s w e r e d i s c u s s e d . T h e i m p o r t a n c e w a s s t r e s s e d o f j u d g m e n t i n a c c o u n t i n g
a n d o f t h e e a r n i n g c a p a c i t y o f a n e n t e r p r i s e ( a s r e p o r t e d i n t h e i n c o m e s t a t e m e n t ) . T h e
l a t t e r w a s c o n t r a s t e d w i t h t h e l e s s i m p o r t a n c e o f t h e v a l u a t i o n o f a s s e t s a n d t h u s t h e
b a l a n c e s h e e t ( C a r e y , 1 9 6 9 , p 4 0 - 4 1 ) .
M e m b e r s o f t h e v a r i o u s M a y C o m m i t t e e s w e r e f r o m t h e p r a c t i t i o n e r w i n g o f t h e
p r o f e s s i o n . i " i n c l u d i n g S t a u b w h o e a r l i e r h a d d e b a t e d w i t h B e r l e i s s u e s r a i s e d i n t h e
e s t a b l i s h m e n t o f S E C . B y 1 9 3 6 , M a y w a s i n a p o s i t i o n t o c l a i m t h a t t h e v i e w s o f t h e
C o m m i t t e e s w e r e s u p p o r t e d b y b o t h N Y S E a n d S E C . A s m e n t i o n e d e a r l i e r , t h e p h r a s e
' a c c e p t e d p r i n c i p l e s o f a c c o u n t i n g ' w a s i n t r o d u c e d i n t o t h e w o r k i n g v o c a b u l a r y o f
p r a c t i s i n g a c c o u n t a n t s . M a y w a s o f t h e o p i n i o n t h a t s u c h a v a g u e p h r a s e w o u l d a l e r t
i n v e s t o r s t o t h e l i m i t a t i o n s o f f i n a n c i a l s t a t e m e n t s . I n d e e d , l o o s e t e n n i n o l o f f i 6 ' m i g h t
b e s e e n a s a d v a n t a g e o u s t o p a r t i c u l a r s t a k e h o l d e r s i n s e l e c t e d c i r c u m s t a n c e s . "
L o o s e t e r m i n o l o g y w a s f u r t h e r i l l u s t r a t e d b y M a y ( 1 9 4 3 , p 4 2 ) i n t h e d e l i b e r a t i o n s o f
t h e C o m m i t t e e h e c h a i r e d o n t h e C o o p e r a t i o n b e t w e e n A l A a n d N Y S E .
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T h e
3 9 1 O n J a n u a r y 2 1 , 1 9 3 4 , t h e I n s t i t u t e p u b l i s h e d a p a m p h l e t e n t i t l e d ' A u d i t s o f C o r p o r a t e A c c o u n t s '
( Z e f f , 1 9 7 2 , p I 2 5 ) .
3 9 8 M a c N e a l ( 1 9 3 9 / 1 9 6 2 , p 6 9 ) , ' T h e m a i n p r o b l e m i s i n t e l l e c t u a l , n o t m o r a l . T h e a c c o u n t i n g p r o f e s s i o n
i s n o t c o r r u p t . . . . T h e r e a l d i f f i c u l t y l i e s i n t h e s o p h i s t r y , i l l o g i c a n d u n t r u t h o f p r e s e n t a c c o u n t i n g
p r i n c i p l e s , w h i c h p r o d u c e f i g u r e s d e c e i v i n g a c c o u n t a n t s , b u s i n e s s m e n a n d t h e p u b l i c a l i k e . '
3 9 9 F o r e x a m p l e , t h e s i g n a t o r i e s t o o n e d o c u m e n t w e r e s i x m e m b e r s o f t h e I n s t i t u t e c o m m i t t e e : M r .
M a y , a s c h a i r m a n , o f P r i c e W a t e r h o u s e & C o . ; A r c h i b a l d B o w m a n , o f P e a t , M a r w i c k , M i t c h e l l & C o . ;
C o l . A r t h u r H . C a r t e r , o f H a s k i n s & S e l l s ; C h a r l e s B . C o u c h m a n , o f B a r r o w , W a d e , G u t h r i e & C o . ;
S a m u e l D . L e i d e s d o r f , o f S . D . L e i d e s d o r f & C o . ; a n d W a I t e r A . S t a u b , o f L y b r a n d , R o s s B r o s . &
M o n t g o m e r y ( C a r e y , 1 9 6 9 , p 4 0 - 4 1 ) .
4 0 0 M a y ( 1 9 4 3 , p 3 7 ) t e l l s o f a t h e n ( a n d a r g u a b l y s t i l l f o u n d t o d a y ) ' n o t u n c o m m o n ' p l o y o f ' t h e
a c c o u n t a n t w h o h a d b e e n u n a b l e t o p e r s u a d e h i s c l i e n t t o a d a p t t h e a c c o u n t i n g t r e a t m e n t t h a t h e
f a v o r e d , t o u r g e a s a l a s t r e s o r t t h a t i t w a s c a l l e d f o r b y " a c c o u n t i n g p r i n c i p l e s . " O f t e n h e w o u l d h a v e
h a d d i f f i c u l t y i n d e f i n i n g t h e " p r i n c i p l e " a n d s a y i n g h o w , w h y , a n d w h e n i t b e c a m e o n e . B u t t h e
m e t h o d w a s e f f e c t i v e , e s p e c i a l l y i n d e a l i n g w i t h t h o s e ( o f w h o m t h e r e w e r e m a n y ) w h o r e g a r d e d
a c c o u n t i n g a s a n e s o t e r i c b u t w e l l e s t a b l i s h e d b o d y o f l e a r n i n g a n d c h o s e t o b o w t o i t s a u t h o r i t y r a t h e r
t h a n d i s p l a y t h e i r i g n o r a n c e o f i t s r u l e s . O b v i o u s l y , t h e w o r d " p r i n c i p l e " w a s a n e s s e n t i a l p a r t o f t h e
t e c h n i q u e ; " c o n v e n t i o n " w o u l d h a v e b e e n q u i t e i n e f f e c t i v e . ' T h i s i l l u s t r a t e s t h e l o o s e t e r m i n o l o g y u s e d
b y a c c o u n t a n t s , o f t e n t o t h e i r o w n a d v a n t a g e .
4 0 1 M a y ( 1 9 4 3 , p 4 2 ) , ' I n t h e c o r r e s p o n d e n c e t h e C o m m i t t e e h a d u s e d t h e w o r d s " r u l e s , " " m e t h o d s , "
" c o n v e n t i o n s , " a n d " p r i n c i p l e s " i n t e r c h a n g e a b l y . T h e w o r d " m e t h o d s " w a s b e i n g u s e d i n t h e s u g g e s t e d
f o r m o f r e p o r t i n a n o t h e r s e n s e ; t h e w o r d " r u l e s ' i m p l i e d t h e e x i s t e n c e o f a r u l i n g b o d y w h i c h d i d n o t
e x i s t ; t h e w o r d " c o n v e n t i o n " w a s r e g a r d e d a s n o t a p p r o p r i a t e f o r p o p u l a r u s e a n d i n t h e o p i n i o n o f
s o m e w o u l d n o t c o n v e y a n a d e q u a t e i m p r e s s i o n o f t h e a u t h o r i t y o f t h e p r e c e p t s b y w h i c h t h e a c c o u n t s
w e r e j u d g e d . '
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p r a c t i t i o n e r w i n g o f t h e a c c o u n t i n g p r o f e s s i o n , u n d e r M a y ' s g u i d a n c e , p r o v i d e d
a c c o u n t i n g w i t h a f u n c t i o n w i t h a n i m p l i c i t i n p u t - o r i e n t e d d i r e c t i o n .
4 0 2
U n d e r t h i s
i n p u t - o r i e n t e d p r o c e s s , t h e c a l c u l a t i o n o f p r o f i t f o r a r e p o r t i n g p e r i o d w a s t h e k e y
i s s u e . T h i s i n v o l v e d a s e r i e s o f s t e p s . F i r s t , t h e a m o u n t o f r e v e n u e f o r t h a t p e r i o d w a s
r e c o g n i s e d u s u a l l y a t t h e p o i n t o f s a l e ( i n e i t h e r a c a s h o r c r e d i t t r a n s a c t i o n ) . S e c o n d
e x p e n s e s f o r t h a t p e r i o d w e r e r e c o g n i s e d u n d e r a m a t c h i n g p r o c e s s i n t w o w a y s . I f a n
e x p e n s e c o u l d b e s e e n a s c o n t r i b u t i n g t o t h e r e v e n u e a s r e c o g n i s e d , i t w a s i n c l u d e d i n
t h e c a l c u l a t i o n o f p r o f i t . I f a n e x p e n s e c o u l d b e s e e n a s a p p l y i n g t o a p a r t i c u l a r
p e r i o d , i t t o o w a s i n c l u d e d i n t h e c a l c u l a t i o n o f p r o f i t .
T h e s e r u l e s w e r e t o l e a d t o d e f e r r e d c r e d i t s a n d d e f e r r e d d e b i t s w h i c h w e r e t o b e
c a r r i e d f o r w a r d o n t h e b a l a n c e s h e e t a t t h e e n d o f t h a t p e r i o d a s l i a b i l i t i e s o r a s s e t s
a n d a f f e c t e d t h e c a l c u l a t i o n o f p r o f i t i n f u t u r e p e r i o d s . T h e r e w e r e e x c e p t i o n s t o t h e s e
r u l e s w h i c h i n c l u d e d v a r i o u s m i n i n g ( e s p e c i a l l y g o l d ) a n d a g r i c u l t u r a l v e n t u r e s a n d
c o n s t r u c t i o n o v e r a n u m b e r o f p e r i o d s o f l o n g t e r m a s s e t s .
T h i s i n p u t o r i e n t a t i o n u n d e r l y i n g c o n v e n t i o n a l a c c o u n t i n g m e a n t t h e i n c o m e
s t a t e m e n t w a s d o m i n a n t . t ' " r e s u l t i n g i n a b a l a n c e s h e e t w h i c h w o u l d p r e s e n t a v i e w
o f t h e f i n a n c i a l p o s i t i o n o n l y b y c h a n c e . T h i s w o u l d a l l o w s o m e , i n c l u d i n g M a c N e a l
a n d C h a m b e r s , t o q u e s t i o n t h e i d e a o f t r u t h i n f i n a n c i a l s t a t e m e n t s .
A r g u m e n t s c o n t i n u e d o n w h e t h e r a b a l a n c e - s h e e t w a s a t r u e s t a t e m e n t o f c o n d i t i o n a s
o f a s p e c i f i c d a t e . P e r h a p s , i t w a s a r g u e d , i t p r o d u c e d o n l y a h a l f t r u t h a s a r e s u l t o f
o v e r - c o n s e r v a t i s m . I t w a s s u g g e s t e d t h a t a c c o u n t a n t s b e c e n s u r e d s e v e r e l y o r l e g a l l y
p u n i s h e d f o r b e i n g f o u n d g u i l t y o f o v e r - c o n s e r v a t i s m a s t h e y w e r e f o r o v e r - o p t i m i s m
o r c a r e l e s s n e s s ( B e n n e t t , 1 9 2 8 , p 4 2 8 ) .
M a y p l a y e d a k e y p a r t i n v a r i o u s d e b a t e s . T h a t w i t h R i p l e y m e t e a r l i e r o n t h e ' b a l a n c e
s h e e t ' s a w M a y ' s i d e a s p e r s e v e r e . A r g u a b l y w i n n i n g t h a t d e b a t e , h e w a s t o p r o v i d e
m a j o r i n p u t i n t o t h e r e p o r t i n g r e q u i r e m e n t s o f b o t h N Y S E a n d N e w D e a l l e g i s l a t i o n
f i r s t u n d e r t h e c o n t r o l o f F T C a n d l a t e r S E C . T h i s i n f l u e n c e w a s a l l p e r v a s i v e u n t i l t h e
e a r l y 1 9 7 0 s .
P r e v a i l i n g i d e a s e x i s t e d t h a t A A P a r e f o r m u l a t e d b a s e d o n w h a t i s d o n e f o l l o w e d b y a
r a t i o n a l e l a t e r o f w h y i t w a s d o n e t h a t w a y . W h i l e s o m e i n t h e a c a d e m i c w i n g o f t h e
p r o f e s s i o n w e r e m o r e c o n c e r n e d w i t h t h e w h y , t h e p r a c t i t i o n e r w i n g v i a t h e M a y
l e g a c y , s u m m a r i z e d i n F i g u r e 4 . 1 , e n s u r e d t h a t f i n a n c i a l r e p o r t i n g b e c a m e a p r o c e s s
4 0 2 M a y ( \ 9 3 6 , p 1 1 4 ) c o u l d c o n c l u d e , ' O u t o f t h i s n e c e s s i t y h a s g r o w n u p a b o d y o f c o n v e n t i o n s , b a s e d
p a r t l y o n t h e o r e t i c a l a n d p a r t l y o n p r a c t i c a l c o n s i d e r a t i o n s , w h i c h f o r m t h e b a s i s f o r t h e d e t e r m i n a t i o n
o f i n c o m e a n d t h e p r e p a r a t i o n o f b a l a n c e s h e e t s t o d a y . '
4 0 3 M a y ( 1 9 3 6 , p 1 1 7 ) c o n c l u d e d , ' . . . t h e r e f o r e t h e i n c o m e a c c o u n t i s u s u a l l y f a r m o r e i m p o r t a n t t h a n
t h e b a l a n c e s h e e t . I n p o i n t o f f a c t , t h e c h a n g e s i n t h e b a l a n c e s h e e t s f r o m y e a r t o y e a r a r e u s u a l l y m o r e
s i g n i f i c a n t t h a n t h e b a l a n c e s h e e t s t h e m s e l v e s .
' T h e d e v e l o p m e n t o f a c c o u n t i n g c o n v e n t i o n s h a s , c o n s c i o u s l y o r u n c o n s c i o u s l y , b e e n i n t h e m a i n
b a s e d o n a n a c c e p t a n c e o f t h i s p r o p o s i t i o n . A s a r u l e , t h e f i r s t o b j e c t i v e h a s b e e n t o s e c u r e a p r o p e r
c h a r g e o r c r e d i t t o t h e i n c o m e a c c o u n t f o r t h e y e a r , a n d i n g e n e r a l t h e p r e s u m p t i o n h a s b e e n t h a t o n c e
t h i s i s a c h i e v e d t h e r e s i d u a l a m o u n t o f t h e e x p e n d i t u r e o r t h e r e c e i p t c o u l d p r o p e r l y f i n d i t s p l a c e i n t h e
b a l a n c e s h e e t a t t h e c l o s e o f t h e p e r i o d . . . '
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o f c o s t a l l o c a t i o n b a s e d o n t h e m a t c h i n g o f r e v e n u e s a n d e x p e n s e s t o c u r r e n t a n d
f u t u r e p e r i o d s . T h i s w a s a c h i e v e d v i a t h e u s e o f ' c o n v e n t i o n s ' w h i c h i n t u r n l e d t o t h e
' p r i n c i p l e s a t t h e t h e m e l e v e l a n d t h e ' p r i n c i p l e s ' a t t h e r u l e s l e v e l - c o n v e n t i o n a l
a c c o u n t i n g .
F i g u r e 4 . 1 M a y ' s L e g a c y
P r i n c i p l e s o f a c c o u n t i n g
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1 9 3 1 S u m m a r y - 5 t h e m e s
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4 . 5 S u m m a r y a n d c o n c l u s i o n s
D u r i n g t h i s p e r i o d , m a j o r c h a n g e s - e c o n o m i c a n d s o c i a l - c o n t i n u e d .
4 0 4
S o b e l ( 1 9 6 5 ,
p 2 4 8 ) p o i n t e d o u t t h a t i t ' w o u l d b e i m p o s s i b l e t o d i s c u s s o r e v e n l i s t t h e n a m e s o f a l l
t h e p r o m i n e n t s p e c u l a t o r s o f t h e d e c a d e . ' I n d e e d , s o m e i n t h i s g r o u p w o u l d n o t m e e t
4 0 4 G r e e n & M o s s ( 1 9 8 2 , p 2 0 4 ) c o n c l u d e , ' I n m a k i n g a n a s s e s s m e n t o f [ U K ] c o m m e r c e a n d i n d u s t r y i n
t h e i n t e r - w a r y e a r s , i t i s t e m p t i n g t o j u d g e t h e a c t i o n s o f b u s i n e s s m e n . . . i n t h e k n o w l e d g e o f w h a t
c a m e r a t h e r t h a n f r o m t h e i r o w n s t a n d p o i n t . U n d o u b t e d l y m a n y s e n i o r b u s i n e s s l e a d e r s f a i l e d t o t a k e a
l o n g - t e r m v i e w , l a r g e l y b e c a u s e a f t e r [ W W l ] t h e y w e r e g r a p p l i n g w i t h d i f f i c u l t i e s w h i c h t h r e a t e n e d t h e
s u r v i v a l o f t h e i r b u s i n e s s e s a n d s o m e t i m e s i n d u s t r i e s . Y e t e v e n i f t h i s i n t e r p r e t a t i o n i s a c c e p t e d , i t i s f a r
f r o m c e r t a i n t h a t t h e o u t c o m e w o u l d h a v e b e e n m a t e r i a l l y b e t t e r i f b u s i n e s s l e a d e r s h a d c h o s e n a
d i f f e r e n t m e n u o f o p t i o n s . '
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J P ' s c h a r a c t e r - t y p e c r i t e r i a , l a r g e s e c t o r s b e i n g ' u s u a l l y u n a c c e p t a b l e i n p o l i t e s o c i e t y
d u r i n g t h e t w e n t i e s . ' O n e c h a n g e w a s t h e i n f l u e n c e o f i n v e s t o r s 4 0 5 w h o w e r e h a d l i t t l e
i n t e r e s t i n p o w e r v i a r u n n i n g a p r o f i t a b l e b u s i n e s s . I n s t e a d , p r o f i t s f r o m t r a d i n g i n
s e c u r i t i e s s e t t h e g o a l s .
T h i s a p p r o a c h w a s t o h a v e s e r i o u s c o n s e q u e n c e s . T h e l o w i n t e r e s t f u n d s a v a i l a b l e
( u n d e r t h e F e d e r a l R e s e r v e ) a n d l o w t a x r a t e s f r o m g o v e r n m e n t a i m e d a t , a m o n g o t h e r
n a t i o n a l a n d i n t e r n a t i o n a l g o a l s , p r o v i d i n g f u n d s f o r n e w t a n g i b l e a s s e t s f o r
p r o d u c t i o n p u r p o s e s . T h i s i n t u r n w o u l d i n c r e a s e e m p l o y m e n t a n d t h e s t a n d a r d o f
l i v i n g . H o w e v e r , m a n a g e m e n t o f c o r p o r a t i o n s c o u l d i n s t e a d p r o d u c e h i g h e r r e t u r n s b y
i n v e s t i n g i n t h e c a l l m o n e y m a r k e t . B a n k s , W a l l S t r e e t a n d i t s b r o k e r s a l s o w o u l d b e
b o r r o w e r s o f t h o s e f u n d s . W h i l e t h e e c o n o m y w a s s l o w i n g , i n c o n g r u o u s l y s t o c k
p r i c e s s u r g e d ( S o b e l , 1 9 6 5 , p 2 5 6 _ 2 5 7 ) . 4 0 6
A r g u m e n t
4 . 1 1 P u b l i c i t y r e g a r d i n g f i n a n c i a l i n f o r m a t i o n c o n t i n u e d t o b e d e b a t e d .
4 . 1 2 M a n a g e m e n t c o n t i n u e d t o b e g i v e n d i s c r e t i o n a n d s c o p e t o m a n a g e i n f o r m a t i o n
o n i n c o m e .
4 . 1 3 G o v e r n m e n t p o l i c i e s s e e k i n g i n v e s t m e n t i n t a n g i b l e a s s e t s w e r e u n d e r m i n e d b y
e c o n o m i c i s s u e s w h i c h r e s u l t e d i n h i g h e r r e t u r n s f r o m i n v e s t m e n t i n n o n - t a n g i b l e
a s s e t s .
4 . 1 4 S e l f - r e g u l a t i o n b y c o - o p e r a t i o n a m o n g p r i v a t e g r o u p s i s t h e p r e f e r r e d m e t h o d o f
c o n t r o l .
4 . 1 5 I t i s a r g u e d t h a t i n a c c o u n t i n g , c o m m e r c i a l l f i n a n c i a l n e e d s a r e d i s t i n c t f r o m
e c o n o m i c n e e d s .
4 . 1 6 W h i l e a t f i r s t s p e c u l a t i o n i s s e e n a s c a u s e o f e c o n o m i c a n d s o c i a l d i f f i c u l t i e s ,
l a t e r r e v e l a t i o n s s e e q u e s t i o n i n g a n d c r i t i c i s m o f a c c o u n t i n g .
S e v e r a l g r o u p s ( l i k e I B A A , N Y S E a n d A l A ) a n d i n d i v i d u a l s a r g u e d f o r i m p r o v e d
c o r p o r a t e d i s c l o s u r e s t a n d a r d s , e s p e c i a l l y a t t h e f i n a n c i a l l e v e l . C o n g r e s s w o u l d
c o n s i d e r a n u m b e r o f s e c u r i t i e s b i l l s b u t n o n e w e r e e n a c t e d . G o v e r n m e n t w a s
d o m i n a t e d ( i f n o t c o n t r o l l e d ) b y b u s i n e s s a n d f i n a n c e i n t e r e s t s a n d t h e p u b l i c w a s n o t
i n a r e f o r m i n g m o o d . T h e s t o c k m a r k e t c r a s h o f 1 9 2 9 a n d t h e d e p r e s s i o n w h i c h
f o l l o w e d w o u l d s e e t h a t m o o d c h a n g e ( H a w k i n s , 1 9 6 2 , p 1 8 5 , p I 8 9 ) .
A r g u m e n t
4 . 2 1 T h e c o r p o r a t i o n i s a c c e p t e d a s a k e y e c o n o m i c d e v i c e , t i l t i n g t h e b a l a n c e a w a y
f r o m s o c i a l i s s u e s .
4 . 2 2 I s s u e s o f f o r m t e n d t o d o m i n a n t t h o s e o f q u a l i t y .
4 . 2 3 A f t e r t h e 1 9 2 9 C r a s h a n d t h e f o l l o w i n g d e p r e s s i o n , p u b l i c m o o d c h a n g e s
t o w a r d s t h e n e e d f o r l e g i s l a t i o n .
4 0 5 H e r e , ' m o s t o f t h e m k n e w h o w W a l l S t r e e t o p e r a t e d , b u t f e w h a d a n y i d e a o f t h e n a t u r e o f i t s
e c o n o m i c u n d e r p i n n i n g ' ( S o b e l , 1 9 6 5 , p 2 5 1 ) .
4 0 6 S o b e l ( 1 9 6 5 , p 2 5 9 , o u r a d d i t i o n ) : ' T h e s e c u r i t i e s m a r k e t s o f t h e t w e n t i e s w e r e , o n t h e s u r f a c e , i n t h e
m i d s t o f a g e n u i n e [ r e a l e c o n o m i c ] b o o m , b a s e d o n i n c r e a s e d p r o d u c t i o n , c o n s u m p t i o n , d i s t r i b u t i o n ,
a n d s o f o r t h . C a r e f u l a n a l y s i s s h o w s , h o w e v e r , t h a t i n s t a l l m e n t b u y i n g , c a p i t a l s t a g n a t i o n , f a u l t y
c o r p o r a t e s t r u c t u r e , u n s o u n d b a n k i n g , u n t r i e d l e a d e r s h i p , q u e s t i o n a b l e f i n a n c i n g , a n d g r e e d b o r n o f
f a n t a s y l e d t o a b u l l m a r k e t w h i c h , a t i t s b e s t w a s a h o u s e o f c a r d s . '
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W h i l e s o m e 4 0 7 p l a c e d d o u b t o n a n y c r i t i c i s m m a d e o f a c c o u n t i n g , o t h e r s l i k e d e B e d t s
( 1 9 6 4 , p 2 7 - 2 8 ) , d r a w i n g s u b s t a n t i a l l y o n t h e P e c o r a H e a r i n g s m e t e a r l i e r , w o u l d
d i s a g r e e . W h i l e a t f i r s t t h e p u b l i c h a d b e e n h a p p y w i t h t h e d i a g n o s i s t h a t s p e c u l a t i o n
w a s t h e c a u s e o f t h e G r e a t C r a s h , d o u b t l a t e r a r o s e t h a t o t h e r f a c t o r s m i g h t h a v e
c a u s e d t h e l a r g e p u b l i c l o s s e s i n i n v e s t m e n t s . C o l l a p s e s s u c h a s t h o s e o f I n s u l l ,
K r e u g e r a n d R M S P r e v e a l e d a c a l l o u s e x p l o i t a t i o n o f t h e i n v e s t o r . F i n a n c i a l s u p p o r t
h a d b e e n e a r n e s t l y s o l i c i t e d b y p r o m o t e r s a n d m a n a g e m e n t , b u t t h e d i s c o v e r y t h a t
l e a d i n g U S A i n v e s t m e n t b a n k e r s h a d r e c e i v e d h u g e c o m m i s s i o n s l e d t o a q u e s t i o n i n g
o f t h e s t a n d a r d s o f i n t e g r i t y o f f i n a n c i a l l e a d e r s w h o h a d b e e n r e v e r e d .
S t o c k h o l d e r s a n d d e p o s i t o r s w e r e a b l e t o g l i m p s e t h e u t t e r l a c k o f f i d u c i a r y
r e s p o n s i b i l i t y e x e r c i s e d b y f i r m s s p e c u l a t i n g w i t h f u n d s e n t r u s t e d t o t h e m . W h i l e t h e
s t o c k e x c h a n g e s i n s i s t e d o n t h e i r d e t a c h e d r o l e s a s t h e m e r e r e f l e c t o r o f b a s i c s u p p l y
a n d d e m a n d , m a n y q u e s t i o n e d w h e t h e r t h e m a r k e t f o r c e s o~erating w e r e a s i m p a r t i a l
a s d e p i c t e d . l ' " T h e q u a l i t y o f t h e a c c o u n t i n g w a s i n d o u b t , 4 0
A m a j o r s o c i a l a n d e c o n o m i c c h a n g e t o i n f l u e n c e a c c o u n t i n g w a s c e r t a i n l y t h e
c r e a t i o n o f t h e S E C . I t a l i e n a t e d m a n y f i n a n c i a l l e a d e r s i n g e n e r a l a n d a c c o u n t a n t s i n
p a r t i c u l a r . H o w e v e r , i t s f i r s t C h a i r m a n , K e n n e d y , t o o k a m o d e r a t e l i n e , a r g u a b l y f o r
F D R t o s h o w h i s a d m i n i s t r a t i o n d i d n o t s e e k t o d e s t r o y c a p i t a l i s m . T h i s w a s
e s s e n t i a l l y f o l l o w e d a s w e l l b y L a n d i s , t h e s e c o n d C o m m i s s i o n e r . B r o a d r e g u l a t o r y
p r o g r a m m e s w e r e n o t s o u g h t u n t i l 1 9 3 7 u n d e r C h a i r m a n D o u g l a s . t ' "
T h e s e l f - r e g u l a t i o n i s s u e w a s k e e n l y f o u g h t b y b u s i n e s s a n d a c c o u n t i n g i n t e r e s t s .
W h i t n e y a g a i n l e d t h o s e i n t h e f i r s t g r o u p w h o a r g u e d t h e r e w a s n o n e e d f o r r e f o r m .
H o w e v e r , t h e i r c a s e c o l l a p s e d w h e n d i s h o n e s t y i n h i g h p l a c e s w a s a g a i n f o u n d .
4 O ' D i l l o n ( 1 9 7 7 , p 3 0 5 ) c o n c l u d e d t h e d a t a f r o m h i s r e v i e w o f ' a c c o u n t i n g p r a c t i c e s ' i n t h e 1 9 2 0 ' s
i l l u s t r a t e d s o m e d e f i c i e n c i e s i n a c c o u n t i n g p r a c t i c e , e s p e c i a l l y w h e n c o m p a r e d w i t h t h e t h e n c u r r e n t
o n e s . ' H o w e v e r , t h e s e d e f i c i e n c i e s w e r e n o t n e a r l y a s i m p o r t a n t o r e x t e n s i v e a s i s w i d e l y b e l i e v e d . A
r e v i e w o f t h e d a t a r e p o r t e d h e r e d o e s n o t s u p p o r t a c o n c l u s i o n t h a t a c c o u n t i n g p r a c t i c e s i n t h e 1 9 2 0 ' s
w e r e c u l p a b l e i n t h e s t o c k m a r k e t c r a s h o f 1 9 2 9 . ' ( T h i s i s r e s t a t e d i n h i s C o n c l u s i o n , p 3 3 4 - 3 3 5 ) .
4 0 ' S i m i l a r i t i e s a r e f o u n d w i t h r e v e l a t i o n s r e l a t e d t o a c t i o n s o f i n v e s t m e n t b r o k e r s a n d b a n k e r s a f t e r t h e
2 0 0 0 d o t . c o m c o l l a p s e a n d p o s t - E n r o n i n 2 0 0 1 .
4 0 9 T h e a p p r o a c h t o r e f o r m d u r i n g t h i s p e r i o d ( a n d p r o b a b l y s t i l l n o w ) i s w e l l s u m m a r i s e d b y W i t h e r s
( 1 9 3 0 , p 6 1 ) , ' S c h e m e s a r e p e r i o d i c a l l y p r o d u c e d f o r b a l a n c e - s h e e t r e f o r m , a n d d i s c u s s i o n s o f s o m e
s y s t e m b y w h i c h c o m p a n y a c c o u n t s c o u l d b e b r o u g h t i n t o c l o s e r c o n n e x i o n w i t h v e r a c i t y a r e a h a r d y
a n n u a l . ' T h e r e w a s m u c h d i s c u s s i o n , b u t a r g u a b l y l i t t l e a c t i o n , e s p e c i a l l y a s r e g a r d s t h e q u a l i t y o f t h e
a c c o u n t i n g i n f o r m a t i o n . T h i s i s s u e a r i s e s r e p e a t e d l y i n d e b a t e s i n t r o d u c e d a s t h i s s t u d y p r o c e e d s . F o r
i n s t a n c e , K o h l e r ( 2 0 0 5 , p 4 5 ) w r i t e s o f t h e S o n s o f G w a l i a r e c e n t c o l l a p s e , ' B u t p e r h a p s t h e m o s t
a s t o u n d i n g t h i n g a b o u t t h e r e p o r t i s t h a t t h e a u d i t o r , E r n s t & Y o u n g , m i s s e d e v e r y t h i n g . . . . T h i s a l m o s t
a l w a y s c o m e s u p a f t e r c o m p a n i e s c o l l a p s e , a n d t h e a u d i t o r s c o m p l a i n t h a t t o o m u c h i s e x p e c t e d o f
t h e m a n d t h a t t h e y d o n ' t h a v e e y e s i n t h e b a c k o f t h e i r h e a d s . . . [ T h e ] a d m i n i s t r a t o r s a r e a l l e g i n g t h a t
f o r f i v e y e a r s , y e a r a f t e r y e a r , t h e a u d i t o r s s i g n e d b o o k s t h a t h a d b e e n c o o k e d . '
4 1 0 B y t h a t t i m e , a r g u a b l y i t w a s t o o l a t e f o r w h a t w o u l d b e s e e n a s r e v o l u t i o n a r y c h a n g e s ( S o b e l , 1 9 6 5 ,
p 3 0 0 - 3 0 I ) . I n d e e d , t h e S E C a n d i t s p o w e r s w o u l d c o n t i n u e t o b e c h a l l e n g e d ; s e e B e n s t o n ( 1 9 7 6 , p 4 9 7 ) ,
' C o n s e q u e n t l y , w e r e I a s k e d , I w o u l d r e c o m m e n d t h a t t h e U n i t e d S t a t e s m o v e t o w a r d s t h e U . K . s y s t e m
b y r e d u c i n g t h e a u t h o r i t y a n d p o w e r o f t h e S E C . T h e c o n c e p t o f " d i s c l o s u r e " s h o u l d b e r e s t a t e d t o
m a k e i t c l e a r t h a t t h e S E C i s p r i m a r i l y a n a g e n c y t o w h i c h c o r p o r a t i o n s r e p o r t w h a t t h e y h a v e d i s c l o s e d
t o s h a r e h o l d e r s a n d h o w t h e y d e t e r m i n e d t h e n u m b e r s r a t h e r t h a n a n a g e n c y t h a t d e t e r m i n e s w h a t a n d
h o w c o r p o r a t i o n s m u s t r e p o r t t o t h e p u b l i c . ' S e e a l s o B l o u g h ( 1 9 3 7 ) ; W e i s s ( 1 9 7 6 ) .
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W h i t n e y w a s f o u n d g u i l t y o f g r a n d l a r c e n y a n d j a i l e d . W h e n t h i s w a s f o l l o w e d b y t h e
M c K e s s o n & R o b b i n s f r a u d a n d i t s a c c o u n t i n g s c a n d a l s , d e m a n d s f o r m o r e r e g u l a t i o n
w e r e m a d e . D o u g l a s w o u l d o v e r s e e a n y c h a n g e s . H o w e v e r , h i s s u c c e s s o r w o u l d
s u p p o r t c o o p e r a t i o n a m o n g g r o u p s ( S o b e l , 1 9 6 5 , p 3 0 5 - 3 0 7 ) .
A r g u m e n t
4 . 3 1 L i m i t a t i o n s o f t h e o u t p u t o f a c c o u n t i n g a r e s t r e s s e d u n d e r M a y L e g a c y .
4 . 3 2 T e c h n i c a l m e a n i n g s a n d c o n v e n t i o n s a d o p t e d i n a c c o u n t i n g .
4 . 3 3 U n d e r M a y L e g a c y , n o n - a c c o u n t a n t s a r e t o b e e d u c a t e d r e g a r d i n g m a t t e r s l i k e
t h e s e .
4 . 3 4 U n d e r M a y L e g a c y , p e r s o n a l q u a l i t i e s a r e s e e n a s t h e s o l u t i o n o f p r o b l e m s i n
a c c o u n t i n g .
4 . 3 5 S o m e l i k e M a c N e a l a r g u e d t h e p r o b l e m w a s n o t a m o r a l o n e b u t a n i n t e l l e c t u a l
o n e .
4 . 3 6 F i n d i n g s f r o m i n v e s t i g a t i o n s i n t o c o l l a p s e s s e e m o o d f o r l e g i s l a t i o n i n c l u d i n g
t h a t o n a c c o u n t i n g , s t r e n g t h e n e d .
4 . 3 7 T h e i n c o m e s t a t e m e n t i s d e e m e d t h e d o m i n a n t s t a t e m e n t .
4 . 3 8 T e n s i o n g r o w s a m o n g t h o s e i n t h e p r a c t i t i o n e r a n d i n t h e a c a d e m i c w i n g s o f t h e
p r o f e s s i o n .
T h e s i t u a t i o n a t t h e e n d o f t h e d e c a d e s a w a n S E C , w i t h e x t e n s i v e a u t h o r i t y f r o m
C o n g r e s s t o e s t a b l i s h r u l e s t o b e f o l l o w e d i n r e p o r t i n g b y c o r p o r a t i o n s . I n s t e a d , a s
M a y a r g u e d , A A P w e r e d e v e l o p e d a n d d i r e c t l y a d m i n i s t e r e d b y t h e a c c o u n t i n g
p r o f e s s i o n . U n t i l t h e 1 9 7 0 s , w o r d s l i k e r u l e s , m e t h o d s , c o n v e n t i o n s a n d p r i n c i p l e s
w e r e u s e d i n t e r c h a n g e a b l y . R e l a t e d t e n s i o n s w o u l d b e f o u n d r e g a r d i n g l i a b i l i t i e s .
A r g u m e n t
4 . 4 4 L i a b i l i t i e s c o n t i n u e d t o b e d e b a t e d m a i n l y a t t h e a p p l i c a t i o n l e v e l , t h o u g h s o m e
i n t h e a c a d e m i c w i n g r e l a t e d s o u g h t u n d e r l y i n g r e a s o n i n g .
4 . 4 5 D e b a t e s o n l i a b i l i t i e s i n c l u d e d i s s u e s o f d e f i n i t i o n a n d m o n e t a r y a m o u n t .
T h i s s t a t e o f a f f a i r s i s c o n s i s t e n t w i t h t h e i d e a s u n d e r l y i n g c o n v e n t i o n a l
a c c o u n t i n g .
4 l l
T h a t t h i s s i t u a t i o n c o n t i n u e d i s s h o w n i n t h e n e x t C h a p t e r , a l t h o u g h
q u e s t i o n i n g a n d c r i t i c i s m o f c o n v e n t i o n a l a c c o u n t i n g g r e w .
4 1 1 A r g u a b l y , l i t t l e s e e m s t o h a v e c h a n g e d . N o t w i t h s t a n d i n g t h e ' p r i n c i p l e s v e r s u s r u l e s ' r h e t o r i c o f t h e
n e w m i l l e n n i u m ( A A A , 2 0 0 3 ; L a r g a y , 2 0 0 3 ; S c h i p p e r , 2 0 0 3 ; N o b e s , 2 0 0 5 ) , i t m a y b e i n t e r p r e t e d t h a t
t h e s e w o r d s c o n t i n u e t o b e u s e d a s s y n o n y m s .
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C h a p t e r 5 T h e F r a m e w o r k : C o r p o r a t e G o v e r n a n c e i n t h e T w e n t i e t h C e n t u r y
F r o m W o r l d W a r 1 1 t o t h e 1 9 6 0 s - T h e D o m i n a n t U S A I n f l u e n c e
Y e t t h e f a c t a p p e a r s t o b e t h a t t h e d a n g e r s i n h e r e n t i n c o r p o r a t e i n t e r n a t i o n a l
r e l a t i o n s a r e m u c h t h e s a m e a s t h o s e i n h e r e n t i n a n y k i n d o f i n t e r n a t i o n a l
c o n t a c t . A t t a c k s a r e f r e q u e n t l y b a s e d o n t h e a n a l o g i e s o f h i s t o r y : t h e c o n d u c t o f
a f f a i r s b y t h e B r i t i s h E a s t I n d i a C o m p a n y , o r b y A m e r i c a n c o n c e s s i o n a r y
c o m p a n i e s i n t h e C a r i b b e a n h a s b e e n t r a n s p o s e d f r o m t h e e i g h t e e n t h a n d t h e
n i n e t e e n t h c e n t u r i e s i n t o t h e t w e n t i e t h , a n d h a s b e e n s u p e r i m p o s e d a s a s o r t o f
s t e r e o t y p e p i c t u r e . T h i s w o u l d b e a b o u t a s f a c t u a l a s a n a l y z i n g t w e n t i e t h -
c e n t u r y d e m o c r a c y o n t h e b a s i s o f l a b o r c o n d i t i o n s t o l e r a t e d a n d a c c e p t e d b y
G r e a t B r i t a i n o r t h e U n i t e d S t a t e s i n 1 8 3 5 .
B u t i f m a n y a t t a c k s h a v e b e e n m e r e t r i c i o u s , d e f e n s e h a s b e e n a l m o s t e q u a l l y
i n e p t . M o s t c o r p o r a t i o n s s h r o u d t h e i r i n t e r n a t i o n a l a r r a n g e m e n t s i n d e e p e s t
s e c r e c y .
B e r l e , 1 9 5 4 , p 1 l 7 - 1 l 8 .
T h e s t a n d a r d s f o r j u d g i n g t h e l o n g - r u n a d e q u a c y , f r o m t h e p o i n t o f v i e w o f t h e
p u b l i c , o f m a n a g e m e n t ' s f i n a n c i a l d i s c l o s u r e p r a c t i c e s a r e s e t , e x p l i c i t l y a n d
i m p l i c i t l y , b y t h e n e e d s - p a s t , p r e s e n t a n d a n t i c i p a t e d - o f t h e n u m e r o u s a n d
d i v e r s e a r t i c u l a t e u s e r s o f f i n a n c i a l s t a t e m e n t s i n c l u d i n g t h e s o - c a l l e d c r i t i c s o f
b i g b u s i n e s s . T h e s e g r o u p s , o f c o u r s e , e x i s t e x t e r n a l l y t o t h e f i r m . I n g e n e r a l ,
t h e s e s t a n d a r d s a r e s h a p e d p r i m a r i l y b y t h e u s e r ' s o b j e c t i v e s , s o c i a l v a l u e s , a n d
e x p e c t a t i o n s - r a t i o n a l a n d i r r a t i o n a l - a s w e l l a s t h e g e n e r a l p o l i t i c a l ,
e c o n o m i c a n d s o c i a l e n v i r o n m e n t .
H a w k i n s , 1 9 6 2 , p 4 8 7 - 4 8 8 .
5 . 1 I n t r o d u c t i o n
I n t h e p r e v i o u s c h a p t e r , i t w a s c o n c l u d e d t h a t u n d e r t h e M a y L e g a c y , c o n v e n t i o n a l
a c c o u n t i n g w i t h i t s p r a c t i t i o n e r e m p h a s i s , w a s t h e d o m i n a n t b a s i s f o r a c c o u n t i n g .
W h i l e a g r e e i n g t h a t t h i s a p p r o a c h d i d h a v e a l i m i t e d u s e , 4 l 2 o t h e r s c o n t i n u e d w i t h
d e b a t e s a t v a r i o u s l e v e l s .
I n t h i s C h a p t e r , t h e p e r i o d o f w w n a n d i t s a f t e r m a t h s a r e d i s c u s s e d ( 5 . 2 ) . I n c l u d e d
h e r e a r e W h i t n e y ' s ( 1 9 4 0 ) r e s p o n s e s t o M a y ' s a r g u m e n t s . T o W h i t n e y , ' t r a d i t i o n a l
a c c o u n t i n g ' a n d M a y ' s c o n v e n t i o n a l a c c o u n t i n g h a d b e c o m e s y n o n y m o u s . Y ' N e x t ,
4 1 2 W h i t n e y ( 1 9 4 0 , p 3 0 8 ) , ' T r a d i t i o n a l a c c o u n t i n g p r o c e d u r e s a r e s o u n d , b e c a u s e a c c o u n t s b a s e d o n
c o s t . . . c o m p l y w i t h t h e e q u i t a b l e d o c t r i n e s g o v e r n i n g r e p o r t s o f f i d u c i a r i e s . . . .
B a l a n c e - s h e e t s p r e p a r e d t o t r a d i t i o n a l s t a n d a r d s c o n s t i t u t e p a r t o f t h e a c c o u n t i n g c o r p o r a t i o n
m a n a g e m e n t s s h o u l d r e n d e r t o s h a r e h o l d e r s f o r u s e a n d c a r e o f s h a r e h o l d e r s ' f u n d s . A l t h o u g h t h e
c o u r t s h a v e n o t c l a s s e d c o r p o r a t e m a n a g e m e n t s a s f i d u c i a r i e s , t h e i r r e s p o n s i b i l i t i e s a n d d u t i e s t o
s h a r e h o l d e r s a r e a c t u a l l y f i d u c i a r y i n c h a r a c t e r . T h e a m o u n t s s h o w n o p p o s i t e i t e m s o f f i x e d a s s e t s o n
b a l a n c e - s h e e t s s h o u l d b e b a s e d o n c o s t b e c a u s e t h e y a r e a c c o u n t s o f e x p e n d i t u r e s . '
T h e r e f e r e n c e t o f i d u c i a r i e s s u g g e s t s a s t e w a r d s h i p / t r u s t e e i n f l u e n c e . I n d e e d , s i m i l a r r e f e r e n c e s a r e
f o u n d t o t h i s d a y i n A u s t r a l i a n s t a t u t e s r e g a r d i n g c o m p a n i e s . T h e t r a d i t i o n a l b a l a n c e - s h e e t m a y b e
u s e f u l i n t h e s t e w a r d s h i p r o l e . I t c o u l d e a s i l y i n c o r p o r a t e ' c a s h i n ' a n d ' c a s h o u t ' a s w e l l a s l e g a l d e b t s
o f t h e e n t i t y .
4 1 3 M a n y y e a r s l a t e r , C l a r k e e t a l ( 1 9 9 7 , p l 2 2 ) w o u l d a r g u e i n a s i m i l a r v e i n s u g g e s t i n g ' a l o n g w i t h t h e
p r i v i l e g e t o m a k e b a d d e c i s i o n s , i t i s e v e r y b o d y ' s r i g h t t o e x p e c t a c c o u n t i n g t o " t e l l i t h o w i t i s " , r a t h e r
t h a n m a s k t h e f i n a n c i a l f a c t s w i t h t h e " j i g g e r y - p o k e r y " o f t h e k i n d w h i c h c o n v e n t i o n a l a c c o u n t i n g
p a s s e s o f f a s s o p h i s t i c a t e d ( t h o u g h m y s t e r i o u s ) f i n a n c i a l r e p r e s e n t a t i o n . . . C o n v e n t i o n a l a c c o u n t i n g a n d
a u d i t i n g p r a c t i c e s , b y t h e i r v e r y n a t u r e , p r o v i d e d a v e h i c l e f o r p u b l i c d e c e p t i o n . '
1 4 0
t h e A u s t r a l i a n c o n t e x t i n w h i c h C h a m b e r s f i r s t w r o t e i s o u t l i n e d ( 5 . 3 ) . F i n a l l y , a
s u m m a r y a n d c o n c l u s i o n s a r e p r e s e n t e d ( 5 . 4 ) .
5 . 2 W o r l d W a r 1 1 a n d p o s t - d e v e l o p m e n t s
A s h a p p e n e d a f t e r W W I ( 3 . 3 ) , t h i s p e r i o d t o o p r o v i d e d i m p e t u s f o r m a j o r s o c i a l a n d
e c o n o m i c c h a n g e ( W i l c o x , 1 9 4 5 ; P r e v i t s & M e r i n o , 1 9 9 8 , p 2 9 8 - 3 0 1 ) . T h e N e w D e a l
( 4 . 3 ) w a s r e p l a c e d b y W W I I a s t h e m a j o r t o p i c o f c o n v e r s a t i o n . W a r o r d e r s
s t r e n g t h e n e d t h e e c o n o m y , c o r p o r a t e p r o f i t s r o s e a n d u n e m p l o y m e n t f e l l . H o w e v e r ,
t h e m o b i l i z a t i o n o f t h e e c o n o m y c o n s u m e d s o m u c h o f n a t i o n a l i n c o m e ( e s p e c i a l l y
w h e n c o m p a r e d t o t h a t i n W W I ) t h a t t i g h t e r c o n t r o l s a n d h i g h e r t a x e s t h a n e v e r b e f o r e
w e r e r e q u i r e d . C o n s u m e r s , r a t h e r t h a n i n v e s t i n g i n s h a r e s , u s e d s u r p l u s c a s h t o r e d u c e
d e b t a n d i n c r e a s e s a v i n g s . A t t h e e n d o f W W I I , p r e c o n d i t i o n s o f a b o o m w e r e p r e s e n t ,
b u t s c a r s f r o m t h e 1 9 2 0 s a n d t h e d e p r e s s i o n s t a y e d i n d i v i d u a l s ' h a n d s ( S o b e l , 1 9 6 5 ,
p 3 l 0 , 3 1 3 - 3 l 5 ) .
A f t e r W W I I , t h e T r u m a n a d m i n i s t r a t i o n c o n t i n u e d w i t h h i g h t a x e s , w a g e a n d p r i c e
c o n t r o l s , l e a d i n g t o s o m e s o c i a l u n r e s t . A t t h e e c o n o m i c l e v e l , p r o s p e r i t y c o n t i n u e d
t h o u g h m a n y e x p e c t e d a n o t h e r m a j o r c r a s h ( a s h a d o c c u r r e d a f t e r W W I ) . A m a j o r
p o l i t i c a l i s s u e o f t h e t i m e w a s t h e C o l d W a r ( S o b e l , 1 9 6 5 , p 3 1 6 ) . T o s o m e , s u r p r i s i n g
c o m m e n t s o n p u b l i c i t y / d i s c l o s u r e o f f i n a n c i a l i n f o r m a t i o n w e r e i n c l u d e d i n a n
E d i t o r i a l ( 1 9 4 7 a , p 1 8 6 ) 4 1 4 w h i c h a r g u e d m a n a g e m e n t w a s t o m a k e p u b l i c a l l
i n f o r m a t i o n a b o u t a c o r p o r a t i o n . T h i s w a s t o b e i n a c o n t e x t o f a f r e e - e n t e r p r i s e
m a r k e t s y s t e m i n w h i c h c o r p o r a t i o n s w o u l d p l a y a m a j o r r o l e i n t h e c o m m u n i t y .
P e r h a p s F D R ' s ' T r u t h i n S e c u r i t i e s ' s t a t u t e s w e r e n o w b e a r i n g f r u i t .
A s w e l l , t h e D o w T h e o r y h a d g a i n e d s w a y . T h i s w a s b u i l t a r o u n d m o v e m e n t s i n t h e
D o w I n d e x a n d v a r i o u s l e v e l s o f r e s i s t a n c e . C a u t i o n w a s t h e p r e v a i l i n g s e n t i m e n t
( S o b e l , 1 9 6 5 , p 3 l 6 - 3 1 7 ) . D e s p i t e g o o d e c o n o m i c d a t a , a b u l l m a r k e t f a i l e d t o
e v e n t u a t e . H i g h e r e a r n i n g s r e p o r t e d i n f i n a n c i a l s t a t e m e n t s s i m p l y m e a n t l o w e r
p r i c e / e a r n i n g s r a t i o s .
C e r t a i n l y , U S A c a p i t a l i s t s y s t e m c o n t i n u e d t o r e v o l v e a r o u n d t h e o p e r a t i o n s o f a
r e l a t i v e l y f e w v e r y l a r g e c o r p o r a t i o n s ( p r e v i t s & M e r i n o , 1 9 9 8 , p 3 0 1 - 3 0 2 ) . P i v o t a l
i n d u s t r i e s w e r e c o n c e n t r a t e d i n a f e w c o r p o r a t e u n i t s . S o c i e t y i n t u r n h a d p r o f i t e d
m a t e r i a l l y . L a r g e - s c a l e p r o d u c t i o n a n d m a s s d i s t r i b u t i o n w e r e c a r r i e d o n b y a s y s t e m
f o r w h i c h t h e s e l a r g e i n s t i t u t i o n s c o u l d j u s t i f i a b l y c l a i m a s h a r e o f c r e d i t . U S A l i f e
h a d c h a n g e d a s p o v e r t y h a d b e e n r e d u c e d t o m i n i m a l p r o p o r t i o n s r e l a t i v e t o t h a t
f o u n d e l s e w h e r e i n t h e w o r l d ( B e r l e , 1 9 5 4 , p 2 8 - 3 0 ) .
4 1 4 E d i t o r i a l ( 1 9 4 7 a , p 1 8 6 , f i r s t " o m i t t e d i n o r i g i n a l ) , " T h i s i s t h e p e r i o d o f l i m e l i g h t f o r t h e a f f a i r s o f
A m e r i c a n i n d u s t r y . T h e e r a o f c o v e r - u p a n d k i l l - t h e - s t o r y i s d e a d . T h e p u b l i c w a n t s t h e f a c t s l a i d o n
t h e l i n e a n d i t ' s u p t o u s t o d e l i v e r t h e g o o d s . T h e t i m e h a s c o m e f o r u s t o e x p o s e e v e r y f e a t u r e , e v e r y
s a l a r y , e v e r y c o s t , a n d e v e n a l l t h e d i r t i n o u r b u s i n e s s t o t h e A m e r i c a n p e o p l e . "
D i d t h i s s t a t e m e n t c o m e f r o m a l a b o r l e a d e r , o r a C o m m u n i s t ? N o i n d e e d . I t w a s m a d e b y F r e d e r i c k C .
C r a w f o r d , p r e s i d e n t o f T h o m p s o n P r o d u c t s , I n c . , a n d f o r m e r p r e s i d e n t o f t h e N a t i o n a l A s s o c i a t i o n o f
M a n u f a c t u r e r s . . . T h e s t a t e m e n t i s a m a n i f e s t a t i o n o f a n e w s p i r i t i n A m e r i c a n b u s i n e s s - a r e a l i z a t i o n
t h a t a t t a c k s o n t h e f r e e - e n t e r p r i s e s y s t e m c a n n o t b e d e f e a t e d b y s i l e n c e o r s e c r e t i v e n e s s a b o u t t h e
a f f a i r s o f b u s i n e s s c o r p o r a t i o n s . T h e p u b l i c c a n h a r d l y b e e x p e c t e d t o a p p r e c i a t e w h a t t h e s e
c o r p o r a t i o n s d o f o r t h e c o m m u n i t y a s a w h o l e , u n l e s s a d e q u a t e i n f o r m a t i o n i s r e a d i l y a v a i l a b l e . '
1 4 1
T r u m a n ' s u n e x p e c t e d v i c t o r y i n t h e 1 9 4 8 P r e s i d e n t i a l e l e c t i o n s w a s a b l o w t o t h o s e
e x p e c t i n g a p r o - b u s i n e s s a d m i n i s t r a t i o n . S t i l l , s o m e i n d u s t r i e s d i d p r e s e n t i n v e s t o r s
w i t h b u l l c o n d i t i o n s , e s p e c i a l l y t h o s e i n n e w a r e a s l i k e t e l e v i s i o n a n d a i r t r a v e l .
H o w e v e r , t h e K o r e a n W a r ( a n d a p o t e n t i a l W W I I I ) s a w a f i n a n c i a l s l u m p d e s p i t e
c o n t i n u e d g o o d e c o n o m i c d a t a ( S o b e l , 1 9 6 5 , p 3 2 2 - 3 2 5 ) .
E i s e n h o w e r ' s p r o - b u s i n e s s p l e d g e s a n d 1 9 5 2 p r e s i d e n t i a l v i c t o r y s a w a b r i e f s u r g e o n
W a l l S t r e e t . H o w e v e r , v a r i o u s d e f l a t i o n a r y p o l i c i e s l e d t o d e c l i n e s i n e c o n o m i c
i n d i c a t o r s . I r o n i c a l l y , i t w a s d u r i n g t h i s t i m e o f b a d e c o n o m i c n e w s t h a t t h e s e e d s f o r
t h e b u l l m a r k e t o f t h e l a t e - 1 9 5 0 s w e r e s o w n ( S o b e l , 1 9 6 5 , p 3 2 6 - 3 2 7 ) ; c o i n c i d e n t a l l y ,
t h e i d e a s o f C h a m b e r s ' C o C o A w e r e b e i n g f o r g e d .
F u r t h e r d e v e l o p m e n t o f ' p e o p l e ' s c a p i t a l i s m ' a l s o o c c u r r e d d u r i n g t h i s p e r i o d . G r o s s
( 1 9 9 6 , p 9 6 - l 0 5 ) r e l a t e s t h i s d e v e l o p m e n t i n h i s c h a p t e r o n ' C h a r l e s M e r r i l l a n d t h e
D e m o c r a t i z a t i o n o f S t o c k O w n e r s h i p ' . O t h e r s w e r e a l i t t l e m o r e c i r c u m s p e c t o f
M e r r i l l ' s p l a c e i n f i n a n c i a l h i s t o r y . I t i s c o n c e d e d t h a t h i s s a l e s p e o p l e a n d t h e i r
m e s s a g e s w e r e b a c k e d b y a l a r g e r e s e a r c h d e p a r t m e n t a n d c h i c a n e r y s e e m e d m u c h
l e s s t h a n i n e a r l i e r p e r i o d s . D e s p i t e c l a i m s o f ' p e o p l e ' s c a p i t a l i s m ' , i n d i v i d u a l
s h a r e h o l d e r s w e r e s t i l l s c a r c e i n t o t a l p o p u l a t i o n t e r m s ( S o b e l , 1 9 6 5 , p 3 3 4 - 3 4 0 ) .
H o w e v e r , s o m e e a s i l y a p p l i e d r u l e s w e r e n o w a c c e p t e d i n m a k i n g i n v e s t m e n t
d e c i s i o n s . O n e s u c h r u l e w a s b a s e d o n t h e p r i c e - e a r n i n g s r a t i o w h i c h i n t u r n l e d t o a
c o n t i n u i n g a n d i n c r e a s e d e m p h a s i s o n t h e c a l c u l a t i o n o f i n c o m e t o a l l o w v a l i d i n t e r -
c o r p o r a t e c o m p a r i s o n s . H o w e v e r , t h e p r i n c i p l e s a n d p r a c t i c e s u n d e r l y i n g t h a t
c a l c u l a t i o n w e r e s t i l l r e g a r d e d w i t h m u c h c a u t i o n .
4 l 5
A r g u a b l y , N e w D e a l p o l i c i e s h a d l e d t o a m i x e d s y s t e m b e i n g d e v e l o p e d i n w h i c h
g o v e r m n e n t a l a n d p r i v a t e p r o p e r t y w e r e i n e x t r i c a b l y m i n g l e d . S o m e a r g u e d t h i s w a s
c r e e p i n g s o c i a l i s m ; o t h e r s v i e w e d i t a s a d i r e c t c o n s e q u e n c e o f g a l l o p i n g c a p i t a l i s m
( B e r l e , 1 9 5 4 , p l 0 9 ) .
B e r l e ( 1 9 5 4 , p 1 2 8 ) f o u n d t h e d e b a t e s o m e w h a t s t e r i l e , a s t h e g r e a t e s t d i f f i c u l t i e s
f a c e d a t t h e s o c i a l l e v e l c o n c e r n e d a g r e e m e n t s c o v e r i n g e c o n o m i c o n e s .
4 1 6
A n y
g o v e r m n e n t , c a p i t a l i s t i c o r o t h e r w i s e , f a c e d d i f f i c u l t i e s i n r e s p e c t o f h a n d l i n g
p r o d u c t i o n , d i s t r i b u t i o n , a n d i n t e r n a t i o n a l t r a d e w h e n r u n b y l a r g e , p o w e r f u l
c o r p o r a t i o n s . A s M o r g a n i z a t i o n ( m e t i n C h a p t e r 3 ) a n d t h e h i s t o r y o f t h e S h e r m a n
4 1 5 S e e f o r i n s t a n c e t h e w o r k o f t h e A A A f u r t h e r a n a l y s e d i n 5 . 2 . 3 .
4 1 6 B e r l e ( 1 9 5 4 , 1 2 9 - 1 3 0 ) : ' E u r o p e a n t h i n k e r s a c c o r d i n g l y s a w t h e q u e s t i o n s o m e w h a t a s w e a r e p o s i n g
h e r e : a p r o b l e m o f p o w e r . L o c k i n g a l l t h e p o w e r i n a s i n g l e , w o r l d - d i r e c t e d e m p i r e , w a s q u i t e
s a t i s f a c t o r y t o a R u s s i a n C o m m u n i s t o r t o a N a z i s t a t i s t - a l w a y s p r o v i d i n g t h a t t h e p o w e r c a m e t o r e s t
i n h i s p a r t i c u l a r p a r t y o r g r o u p . T h e s o c i a l i s t c a m e t o s o m e w h a t t h e s a m e c o n c l u s i o n t h o u g h h e w a s
p r e p a r e d t o a l l o w a m u c h h i g h e r d e g r e e o f s e l f - d e t e r m i n a t i o n t o i n d i v i d u a l s w i t h i n t h e s y s t e m o f
p l a n n i n g a s h e c o n c e i v e d i t . H a r d l y a n y o n e c a r e d t o a s s u m e t h e r i s k , i n t w e n t i e t h - c e n t u r y E u r o p e a s i t
a c t u a l l y e x i s t s , o f u n p l a n n e d i n d u s t r y : t h e d a n g e r w a s t o o g r e a t t h a t p o l i t i c a l f o r c e s e n g e n d e r e d w o u l d
c r e a t e c o n d i t i o n s u n d e r w h i c h i n d u s t r y w o u l d s h a r p l y c o n t r a c t , a n d s o m e o f i t m i g h t d i s a p p e a r . T h i s
m e a n t r i s k i n g u n e m p l o y e d w o r k e r s , f a i l u r e o f s u p p l y o f c o n s u m e r g o o d s , d e t e r i o r a t i o n o f t h e s t a n d a r d
o f l i v i n g , p o s s i b l e p o l i t i c a l d i s o r d e r , i n b r i e f , a s t e p b a c k w a r d i n c i v i l i z a t i o n - t h e k i n d o f b a c k w a r d
s t e p i n f a c t t h a t n o A m e r i c a n p o l i t i c i a n w o u l d r i s k f o r a m o m e n t i f h e w e r e f a c e d w i t h s i m i l a r c h o i c e .
U n l e s s t h e r e f o r e t h e E u r o p e a n c o u l d s o m e h o w e l i m i n a t e a l l b a r r i e r s i n h e r e n t i n n a t i o n a l b o u n d a r i e s ,
s e c u r i n g a s i n g l e m a r k e t , i n c l u d i n g m a n y c o u n t r i e s , h e w a s u n w i l l i n g t o t a k e t h e r i s k . '
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a n t i - t r u s t l a w i n U S A s h o w , c o r p o r a t i o n s h a d t o b e p r e v e n t e d f r o m m a r k e t - c o n t r o l l i n g
u n d e r s t a n d i n g s a m o n g t h e m s e l v e s .
B e r l e ( 1 9 5 4 , p I 7 9 - l 8 0 ) f o r e s h a d o w e d a m a j o r chan~e i n t h i n k i n g w h e n t h e m o d e m
c o r p o r a t i o n w o u l d b e s e e n a s a s o c i a l i n s t i t u t i o n . 1 7 M a n a g e m e n t w a s d e l e g a t e d
r e s p o n s i b i l i t y f o r d e a l i n g w i t h n o t o n l y t h e c o r p o r a t i o n ' s f i n a n c i a l a s s e t s , b u t a l s o
o t h e r n o n - f i n a n c i a l r e s o u r c e s . M a n a g e m e n t w a s ( a n d i s s t i l l ) r e q u i r e d t o d e v e l o p a
b r o a d r a n g e o f s k i l l s t o m e e t d e c i s i o n - m a k i n g c r i t e r i a . T h e s e i n c l u d e t h e n a t u r e a n d
s c o p e o f n o t o n l y a c c o u n t i n g f u n c t i o n s , b u t a l s o o t h e r d i s c i p l i n e s i n t h e c o n t e x t o f
d e c i s i o n - m a k i n g i n a p a r t i c u l a r m a r k e t p l a c e a n d r e l a t e d r e p o r t i n g t o s t a k e h o l d e r s
o t h e r t h a n s h a r e h o l d e r s .
R e q u i r e m e n t s i n c l u d e d a s t r o n g g r a s p o f t h e n a t u r e a n d s c o p e o f t h e f i n a n c e a n d
a c c o u n t i n g f u n c t i o n s i n t h e c o n t e x t o f h o w a p a r t i c u l a r f i r m o p e r a t e s a n d a d a p t s i n a
p a r t i c u l a r m a r k e t p l a c e . t " A t t h e s a m e t i m e , t h e l e g a l m o d e l s u n d e r l y i n g C O h a d
f u r t h e r e v o l v e d . S o m e m o d e l s w i t h a c o m m o n l a w i n f l u e n c e e m p h a s i s e d g e n e r a l
p r i n c i p l e s t o g u i d e p r a c t i c e s w i t h i n w h i c h p r o f e s s i o n a l j u d g m e n t w o u l d h a v e a p l a c e .
O t h e r m o d e l s w i t h a c o d e l a w i n f l u e n c e s t a t e d r u l e s f o r a l l c a s e s i n p r a c t i c e . T h e
f o r m e r t e n d s t o e m p h a s i s e p r i n c i p l e s a n d h a v e a s t r o n g m a r k e t o r i e n t a t i o n . T h e l a t t e r
t e n d s t o b e b a s e d o n m a n y a n d l e n g t h y r u l e s w i t h a s t r o n g g o v e r n m e n t o r p u b l i c
s e c t o r o r i e n t a t i o n . t ' " T e n s i o n s b e t w e e n m o d e l s w o u l d c o n t i n u e t o b e d e b a t e d t o t h e
p r e s e n t d a y ( N o b e s , 2 0 0 5 , p 2 5 - 2 6 ) .
A n a l y s e s o f c o r p o r a t i o n s e x p a n d e d i n t o n e w d i s c i p l i n e s . W h i l e l e g a l i s s u e s w e r e
d o m i n a n t i n e a r l i e r t i m e s a n d w h i l e i n t h e 1 9 2 0 - 3 0 s c o r p o r a t i o n s w e r e a n a l y s e d a s
e c o n o m i c i n s t i t u t i o n s , n o w t h e y w e r e t o b e s t u d i e d a s q u a s i - p o l i t i c a l ( o r , a s c l a s s i f i e d
i n t h i s t h e s i s , s o c i a l ) i n s t i t u t i o n s a s w e l l ( B e r l e , 1 9 5 4 , p 5 ) .
4 1 7 B e r l e ( 1 9 5 4 , p I 7 9 - 1 8 0 ) , ' W e h a v e t h o u g h t o f i t m e r e l y a s a n e n t e r p r i s e ( o r p e r h a p s c o m b i n a t i o n o f
e n t e r p r i s e s ) w i t h i n a c o m m u n i t y . A m e r i c a n p o l i t i c a l t h o u g h t h a s b e e n f r i g h t e n e d , a n d c o r p o r a t i o n s
t h e m s e l v e s h a v e b e e n f r i g h t e n e d , a t a n y s u g g e s t i o n t h a t t h e y m i g h t e m e r g e a s p o l i t i c a l i n s t i t u t i o n s i n
t h e i r o w n a n d s e p a r a t e r i g h t . S o w e h a v e n o t b e e n a c c u s t o m e d t o p l a c e o v e r a g a i n s t e a c h o t h e r , a s
n e c e s s a r i l y i n t e r r e l a t e d f a c t s , t h e p r a g m a t i c c o n c e p t o f t h e c o r p o r a t i o n a n d t h e p h i l o s o p h i c a l c o n c e p t o f
t h e d e s i r a b l e c o m m u n i t y . C o r p o r a t e e x e c u t i v e s r a t h e r r e s e n t b e i n g a s s i m i l a t e d t o p o l i t i c i a n s ; s t i l l m o r e
t h e y r e s e n t b e i n g c a l l e d t o a c c o u n t b y p h i l o s o p h e r s . T h e y b e l o n g t o o n e o f t h e f e w g r o u p s i n h i s t o r y t o
w h i c h p o l i t i c a l p o w e r c a m e u n s o u g h t , o r a t a n y r a t e a s a b y - p r o d u c t r a t h e r t h a n a m a i n o b j e c t i v e . I t i s
p r o b a b l e t h a t w h e n [ C u r t i c e a n d S l o a n , J r ] w r o t e i n G e n e r a l M o t o r s A n n u a l R e p o r t f o r 1 9 5 3 , t h a t " w i t h
t h e e l i m i n a t i o n o f c o n t r o l s a n d w i t h t h e t r e n d a w a y f r o m a c e n t r a l l y m a n a g e d e c o n o m y , i n d u s t r y i s
p o s s e s s e d o f t h e o p p o r t u n i t y t o m a k e i t s m a x i m u m c o n t r i b u t i o n t o t h e f o r w a r d m a r c h o f o u r c o u n t r y , "
t h e y d i d n o t t h i n k t h e y w e r e t a l k i n g p o l i t i c s a t a l l . S t i l l l e s s , p e r h a p s , w o u l d t h e y c o n s i d e r t h e y h a d
a s s u m e d i n s u b s t a n t i a l m e a s u r e t h e p h i l o s o p h i c a l b u r d e n o f j u d g i n g w h a t i s a n d w h a t s h o u l d b e t h e
" f o r w a r d m a r c h " o f a v e r y g r e a t c o u n t r y . B u t t h e y h a d d o n e j u s t t h a t . '
4 1 8 S t a u b u s ( 1 9 7 7 , p 7 ) p o i n t s o u t , ' M a n a g e r s a r e e x p e r t s a t a c h i e v i n g g o a l s . T h e y a r e e x p e c t e d t o u t i l i z e
w h a t e v e r t o o l s t h e y c a n c o m m a n d i n o r d e r t o r e a c h t h e i r o b j e c t i v e s . I f a c c o u n t i n g p r i n c i p l e s c a n b e
u s e d i n a m a n n e r t h a t w i l l c o n t r i b u t e t o t h e i r o b j e c t i v e s , t h e y c a n b e e x p e c t e d s o t o u s e t h e m . '
A r g u a b l y , t h e s c e n e w a s b e i n g s e t f o r t h e u s u r p i n g o f t h e s e t t i n g o f a c c o u n t i n g p r i n c i p l e s / p r a c t i c e s b y
m a n a g e m e n t f r o m t h e p r a c t i c i n g a c c o u n t a n t s ( Z e f f , 2 0 0 3 , p 2 8 0 ) .
4 1 9 A r g u a b l y , t h i s i s s e e n i n t h e w o r k o f P a c i o l i - r u l e s t o s o l v e a n y p r o b l e m m e t i n p r a c t i c e ( r e c a l l 2 . 3 ) .
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5 . 2 . 1 T h e U K s c e n e
D o u b t s a b o u t U K m i l i t a r y s t r e n g t h i n t h e e a r l y d a y s o f W W I I ( a n d a s t r o n g l y
i s o l a t i o n i s t U S A ) m e a n t v o l a t i l e m a r k e t s a n d f i n a n c i a l d e p r e s s i o n w e r e f o u n d .
H o w e v e r , e v e n t s w i t h a c c o u n t i n g i n t e r a c t i o n s d i d o c c u r ( S o b e l , 1 9 6 5 , p 3 1 1 - 3 1 2 ) .
I n 1 9 4 2 , I C A E W t o o k s o m e ' p r o f e s s i o n a l a c t i o n ' . I t e s t a b l i s h e d t h e f o r e r u n n e r s o f
r e s e a r c h c o m m i t r e e s f " a n d c o m m e n c e d p u b l i s h i n g ' R e c o m m e n d a t i o n s o n A c c o u n t i n g
P r i n c i p l e s ' ( R o A P ) . T h e s e w e r e s e e n a s s t a t e m e n t s o f b e s t c u r r e n t p r a c t i c e a n d w e r e
n o t b i n d i n g o n m e m b e r s ( H e i n , 1 9 7 8 , p 8 2 ; A r a n y a , 1 9 7 9 , p 2 6 9 ; N o b e s & P a r k e r ,
1 9 7 9 , p I 9 9 - 2 0 0 ) . T h e r e a r o s e p o t e n t i a l c o n f l i c t s o f i n t e r e s t t o b e f a c e d b y t h e
p r o f e s s i o n . W i l l m o t t ( 1 9 8 6 , p 5 5 6 ) s u g g e s t s t h e t h e m e w a s o f p r o f e s s i o n a l a s s o c i a t i o n s
p r i m a r i l y t o d e f i n e , o r g a n i z e , s e c u r e a n d a d v a n c e t h e i n t e r e s t s o f m e m b e r s . I f t h i s i s
c o m m o n l y h e l d , i t c e r t a i n l y l e a d s t o p o t e n t i a l t e n s i o n s a m o n g g r o u p s ( W e s t , 2 0 0 3 ,
p 2 1 ) . A s w e l l , t e n s i o n s w e r e g r o w i n g b e t w e e n t w o g r o u p s i n t h e p r a c t i t i o n e r w i n g -
t h o s e i n p r a c t i c e a n d t h o s e i n i n d u s t r y ( N o g u c h i & E d w a r d s , 2 0 0 4 , p 3 1 2 ) . 4 2 1
D u r i n g t h i s p e r i o d , t h e C o h e n C o m m i t t e e ( 1 9 4 3 - 4 5 ) 4 2 2 , t h e p r e c u r s o r o f t h e 1 9 4 8
C o m p a n i e s A c t , w a s e s t a b l i s h e d . A m o n g o t h e r t h i n g s , i t i n v e s t i g a t e d t h e p r o b l e m o f
s e c r e t r e s e r v e s ( r e c a l l 4 . 3 . 2 ) a s a n i n t e g r a l p a r t o f t h e o v e r a l l p r o b l e m o f c l a s s i f i c a t i o n
a n d v a l u a t i o n o f b a l a n c e s h e e t i t e m s ( C o h e n R e p o r t , p a r a l 0 l ) . A g a i n , o r g a n i z e d
a c c o u n t i n g b o d i e s w e r e t o t e s t i f y ( C o h e n R e p o r t , p I 6 4 - 1 7 0 ; H e i n , 1 9 7 8 , p 3 5 3 - 3 5 4 ;
N o b e s & P a r k e r , 1 9 7 9 , p I 9 9 ) . T h e o r g a n i z e d a c c o u n t i n g b o d i e s r e v e r s e d t h e i r
p r e v i o u s s t a n d a g a i n s t s e c r e t r e s e r v e s , i n l i n e w i t h t h e t r e n d o f p o p u l a r o p i n i o n a g a i n s t
s u c h r e s e r v e s f o r t h e o r d i n a r y b u s i n e s s c o m p a n y . C e r t a i n l y , w i t n e s s e s f a v o u r e d
g r e a t e r d e t a i l , b e t t e r c l a s s i f i c a t i o n , a n d b e t t e r m e t h o d s o f v a l u a t i o n o f b a l a n c e s h e e t
i t e m s .
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T w o m e t h o d s o f v a l u a t i o n w e r e r e c o m m e n d e d : c o s t l e s s d e p r e c i a t i o n a n d
v a l u a t i o n l e s s d e p r e c i a t i o n ( C o h e n R e p o r t , p a r a 1 0 5 ) . U n i f o r m i t y w a s s t i l l b e i n g
s o u g h t ( H e i n 1 9 7 8 , p 2 2 3 - 2 2 5 ; p 2 2 9 ) .
W i t n e s s e s b e f o r e t h e C o m m i t t e e r e c o m m e n d e d t h e c o m p u l s o r y c i r c u l a t i o n o f t h e
p r o f i t a n d l o s s s t a t e m e n t . T h e r e w a s , i n f a c t , r e l a t i v e l y l i t t l e t e s t i m o n y i n o p p o s i t i o n t o
t h i s p o s i t i o n . O n e o p p o n e n t , t h e C o m m i t t e e o f L o n d o n C l e a r i n g B a n k e r s ( E d w a r d s ,
1 9 8 0 a , p 1 7 7 - 1 7 8 ) , b a s e d i t s o p p o s i t i o n o n i s s u e s l i k e t h e n a t i o n a l i n t e r e s t b e i n g
t h r e a t e n e d b y d i s c l o s u r e t o c o m p e t i t o r s o r t h e c o n f u s i o n c a u s e d b y t h e o f t e n
c o n f l i c t i n g p r a c t i c e s o f a c c o u n t a n t s ( H e i n , 1 9 7 8 , p 2 5 5 - 2 5 6 ; W a l k e r , 1 9 7 8 , p 1 1 6 ) . 4 2 4
4 2 0 N o g u c h i & E d w a r d s ( 2 0 0 4 , p 3 1 4 ) s u g g e s t r e s e a r c h c o m m i t t e e s i n U K w e r e o n o c c a s i o n ' g i v e n
l o g i c a l l y i m p o s s i b l e t e r m s o f r e f e r e n c e . '
4 2 1 N o g u c h i & E d w a r d s ( 2 0 0 4 , p 3 1 2 ) , ' I n 1 9 4 2 , t h e I C A E W w a s u n w i l l i n g t o g r a n t i n d u s t r i a l
a c c o u n t a n t s a p l a c e o n C o u n c i l , b u t t h e c r e a t i o n o f a c o m m i t t e e o n w h i c h t h e y h a d a p p r o x i m a t e l y e q u a l
m e m b e r s h i p w e n t s o m e w a y t o w a r d s s a t i s f y i n g t h e i r c l a i m s f o r a v o i c e i n t h e I C A E W ' s d e c i s i o n -
m a k i n g p r o c e s s e s . '
4 2 2 C o h e n R e p o r t e x t r a c t s a r e f o u n d i n E d w a r d s ( 1 9 8 0 a , p I 2 6 - 2 1 2 ) .
4 2 3 A r a n y a ( 1 9 7 9 , p 2 6 9 ) c l a i m s t h i s p e r i o d w a s t o s e e t h e w e a k e n i n g o f t h e a r g u m e n t f r o m m a n a g e m e n t
t h a t p u b l i c i t y w a s a g a i n s t i n v e s t o r s i n t e r e s t s a s i t h e l p e d c o m p e t i t o r s .
4 2 4 I n d e e d , w i t n e s s e s M e s s r s . H . W y n n P a r r y a n d C . W . T u r n e r c o m p l a i n e d : " T h e t r o u b l e i s t h a t t h e
p r a c t i c e o f a c c o u n t a n t s d i f f e r s a n d i n s o m a n y c a s e s t h e i r i n g e n u i t y i s m i s - d i r e c t e d t o t h e w i t h h o l d i n g
r a t h e r t h a n t h e d i s c l o s i n g o f i n f o r m a t i o n . . . t h a t o n t h e w h o l e w e a r e r e l u c t a n t l y o f t h e v i e w t h a t i t
w o u l d b e b e t t e r t o l e a v e t h e w h o l e m a t t e r a l o n e . " ( S e e H e i n , 1 9 7 8 , p 2 5 6 ) .
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H o w e v e r , a s h a r p d i v e r g e n c e o f v i e w s w a s f o u n d o n t h e a c t u a l i t e m s t o b e d i s c l o s e d .
S o m e s o u g h t d i s c l o s u r e o f t h e c o m p o n e n t s o f t h e t r a d i n g a c c o u n t - o f t e n a m o s t
j e a l o u s l y g u a r d e d s e c r e t . O t h e r s a r g u e d t h e s t a t e m e n t s h o u l d b e g i n w i t h t h e g r o s s
p r o f i t s o n t r a d i n g . T h e a m o u n t o f d e t a i l s o u g h t v a r i e d g r e a t l y ( H e i n , 1 9 7 8 , p 2 6 l - 2 6 5 ) .
A s r e g a r d s c o n s o l i d a t e d a c c o u n t s , b y 1 9 4 4 t h e t r e n d o f o p i n i o n h a d c l e a r l y c h a n g e d
f r o m o p p o s i t i o n ( r e c a l l 4 . 4 . 1 ) t o s u p p o r t o f e x p a n d e d d i s c l o s u r e ( C o h e n R e p o r t ,
p a r a 1 2 2 ) . N o n - a c c o u n t a n t s e g m e n t s o f t h e b u s i n e s s w o r l d a l s o s o l i d l y s u p p o r t e d a
r e q u i r e m e n t f o r s o m e f o r m o f g r o u p a c c o u n t s , p r e f e r a b l y c o n s o l i d a t e d s t a t e m e n t s .
T h e a c c o u n t i n g p r o f e s s i o n r e l u c t a n t l y a g r e e d ( H e i n , 1 9 7 8 , p 2 9 3 - 2 9 4 ; A r a n y a , 1 9 7 9 ,
p 2 6 9 ) .
T h e v i e w s o f I C A E W ( 1 9 5 2 ) o n t h e f u n c t i o n o f a b a l a n c e s h e e t c o n t i n u e d t o p r e v a i l
( C o h e n R e p o r t , p a r a 9 8 ) . I t r e m a i n e d a n h i s t o r i c a l d o c u m e n t w h i c h d i d n o t n o r m a l l y
s h o w c o n t e m p o r a r y p r i c e s - i t w a s a s t a t e m e n t o f n e t w o r t h b y c h a n c e o n l y .
G r e e n & M o s s ( 1 9 8 2 , p 2 1 3 ) l i n k t o t h e R M S P c a s e ( 4 . 2 . 1 ) 4 2 5 c h a n g e s u n d e r t h e 1 9 4 8
C o m p a n i e s A c t , i n c l u d i n g :
• c o m p u l s o r y c o n s o l i d a t e d a c c o u n t s f o r g r o u p s ,
• g r o u p m e m b e r s w e r e , w h e r e p o s s i b l e , t o r e p o r t o n t h e s a m e d a y , s o m a k i n g
w i n d o w - d r e s s i n g o p e r a t i o n s d i f f i c u l t ,
• a d i s t i n c t i o n b e t w e e n r e s e r v e s a n d p r o v i s i o n s ,
• b o t h r e s e r v e s a n d p r o v i s i o n s c l e a r l y s t a t e d ,
• a n e x p l a n a t i o n o f d e p r e c i a t i o n p o l i c y , a n d
• t h e p r o h i b i t i o n o f c r o s s - s h a r e h o l d i n g ( u n l e s s e x p r e s s l y p e r m i t t e d b y t h e
B o a r d o f T r a d e ) .
T h e C o m p a n i e s A c t o f 1 9 4 8 e x p a n d e d t h e a c c o u n t i n g p r o v i s i o n s r e q u i r e d b y p r e v i o u s
A c t s . G r e a t l y a u g m e n t e d w e r e t h e i t e m s t o b e i n c l u d e d i n t h e b a l a n c e s h e e t a n d t h o s e
t o b e i n c l u d e d i n t h e p r o f i t a n d l o s s s t a t e m e n t s p e c i f i e d ( H e i n , 1 9 7 8 , p 7 8 ; P 1 3 9 ;
p 2 7 0 ) . I t p r e s c r i b e d t h a t a n a n n u a l r e p o r t s h o u l d i n c l u d e a b a l a n c e s h e e t a n d a p r o f i t
a n d l o s s a c c o u n t t o d i s c l o s e a ' t r u e a n d f a i r v i e w ' o f t h e ' s t a t e o f a f f a i r s ' a n d ' p r o f i t s ' .
M o s t a c c o u n t i n g r e q u i r e m e n t s o f t h e A c t r e m a i n e d c o n s i s t e n t w i t h t h e I C A E W ' s
p r e v i o u s l y p u b l i s h e d r u l e s . I n d e e d , d e P a u l a r e c o m m e n d e d t h a t t h e f i n a n c i a l
s t a t e m e n t s b e ' p r o p e r l y d r a w n u p i n a c c o r d a n c e w i t h a c c e p t e d a c c o u n t i n g p r i n c i p l e s
c o n s i s t e n t l y m a i n t a i n e d s o a s t o e x h i b i t a t r u e , c o r r e c t , a n d c o m p l e t e v i e w o f t h e
c o m p a n y ' s a f f a i r s a n d o f i t s r e v e n u e t r a n s a c t i o n s ' . 4 2 6 H o w e v e r , t h a t v i e w , a l o n g w i t h
a s u g g e s t i o n l i k e W h i t w o r t h ' s ( r e c a l l 4 . 2 . 3 ) o f a s t a t u t o r y s e t o f u n i f o r m a c c o u n t s ,
w a s n o t a c c e p t e d ( H e i n , 1 9 7 8 , p 1 7 5 - l 7 6 ; p 3 4 8 ) .
4 2 5 G r e e n & M o s s ( 1 9 8 2 , p 2 1 3 ) , ' W h e n l e g i s l a t i o n w a s i n t r o d u c e d i n t h e 1 9 4 8 C o m p a n i e s A c t , i t
o u t l a w e d m o s t o f t h e f i n a n c i a l t e c h n i q u e s e m p l o y e d . . . i n s h a p i n g t h e [ R M S P ] . '
4 2 6 T h i s w a s i n a p p e a r a n c e b e f o r e t h e C o h e n C o m m i t t e e w h e r e F R M d e P a u l a w a s d e s c r i b e d a s
' i n d u s t r i a l i s t a n d C h a r t e r e d A c c o u n t a n t ' ( M i n u t e s , A p p M M , p a r a l 1 4 , p 5 6 8 ) . H i s l e n g t h y s u b m i s s i o n
i s f o u n d i n E d w a r d s ( \ 9 8 0 a , p 1 9 4 - 2 0 6 ) .
1 4 5
D i s c u s s i o n o c c u r r e d a s t o w h e t h e r a s s e t s w e r e t o b e n e i t h e r o v e r - n o r u n d e r - v a l u e d , a
r e c o m m e n d a t i o n b e i n g t o m a k e t h i s a r e s p o n s i b i l i t y o f t h e a u d i t o r , e s p e c i a l l y i n
i n s t a n c e s o f t a k e - o v e r s ( R e i n , 1 9 7 8 , p 1 7 7 - 1 7 8 ) . A s w e l l , p e n s i o n p r o g r a m m e s
c o n t i n u e d t o g r o w d u r i n g t h e p e r i o d , d e v e l o p i n g i n t o h u g e e n t e r p r i s e s w i t h l a r g e
a m o u n t s o f f u n d s t o i n v e s t ( H i c k s , 1 9 6 5 , p 9 3 - 1 0 4 ) . U s i n g t h e s k i l l s a n d e x p e r t i s e o f
f i n a n c i a l a n a l y s t s a n d o t h e r i n v e s t m e n t s p e c i a l i s t s , t h e d e m a n d f o r i n f o r m a t i o n
i n c r e a s e d . H o w e v e r , f u r t h e r i m p r o v e m e n t s i n d i s c l o s u r e w o u l d s t i l l t a k e t i m e
( A r a n y a , 1 9 7 9 , p 2 6 9 ) .
5 . 2 . 2 A c c o u n t i n g i n t e r a c t i o n s
T h e M a y L e g a c y w o u l d s e e t h e p r a c t i t i o n e r w i n g o f t h e p r o f e s s i o n c o n t i n u e t o
s u p p o r t t h e a d o p t i o n o f c o n v e n t i o n a l a c c o u n t i n g a s t h e r e a s o n i n g u n d e r l y i n g
f i n a n c i a l s t a t e m e n t s . C e r t a i n l y , t h e f u n c t i o n o f t h o s e s t a t e m e n t s a s c o n t r o l d e v i c e s o f
C G r e c e i v e d l e s s e m p h a s i s a s o t h e r m a t t e r s t o o k p r e c e d e n t . T e n s i o n s c o n t i n u e d a t
v a r i o u s l e v e l s .
D u r i n g t h i s p e r i o d , t h e a r g u m e n t t h a t t h e b a l a n c e s h e e t w a s a s t a t e m e n t o f f i n a n c i a l
p o s i t i o n w a s r e j e c t e d , e v e n t h o u g h s o m e a r g u m e n t w a s f o u n d o n p r o v i d i n g m o r e
u s e f u l a n d l o g i c a l o u t p u t S .
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I n s t e a d , a t e c h n i c a l m e a n i n g c o n t i n u e d :
. . . a b a l a n c e s h e e t i s h i s t o r i c a l l y a s u m m a r y o f b a l a n c e s p r e p a r e d f r o m b o o k s
o f a c c o u n t k e p t b y d o u b l e - e n t r y m e t h o d s . . . .
. . . . I n t h i s v i e w a b a l a n c e s h e e t m a y b e d e f i n e d a s : A t a b u l a r s t a t e m e n t o r
s u m m a r y o f b a l a n c e s ( d e b i t a n d c r e d i t ) c a r r i e d f o r w a r d a f t e r a n a c t u a l o r
c o n s t r u c t i v e c l o s i n g o f b o o k s o f a c c o u n t k e p t a c c o r d i n g t o p r i n c i p l e s o f
a c c o u n t i n g . . .
S u p p o r t c o n t i n u e d t o b e p r o v i d e d o v e r t h i s p e r i o d ( M a y , 1 9 4 7 , p i 0 0 - 1 0 I ; M y e r s ,
1 9 4 8 , p 2 8 9 ; G r a h a m , 1 9 4 9 , p 2 6 ) . O t h e r s , h o w e v e r , w e r e c r i t i c a l o f t h e s t a t e o f a f f a i r s
( C a f f y n , 1 9 4 8 , p 1 5 0 ; P a t o n , 1 9 4 9 , p 5 1 ) . 4 2 8
C r i t i c i s m s w e r e e n c a p s u l a t e d i n W h i t n e y ' s ( 1 9 4 0 ) a r g u m e n t w h i c h r a i s e d v a r i o u s
q u e s t i o n s o f t h e s e r v i c e a b i l i t y o f t h e c o n v e n t i o n a l l y p r e p a r e d b a l a n c e - s h e e t . T h e s e
i n c l u d e d w h e t h e r a n a c c o u n t a n t , e n g a g e d i n p r e p a r i n g a b a l a n c e - s h e e t u n d e r
c o n v e n t i o n a l a c c o u n t i n g , p r e p a r e d a s t a t e m e n t o f a s s e t s , l i a b i l i t i e s , a n d n e t w o r t h . H e
d o u b t e d w h e t h e r s u c h a s t a t e m e n t c o u l d b e r e c o n c i l e d w i t h t h e t i t l e ' c e r t i f i e d b a l a n c e -
s h e e t ' . H e s a w t e n s i o n s c a u s e d b y ' a g r e a t d e a l o f h o n e s t d i f f e r e n c e o f o p i n i o n a b o u t
t h e c o m p a r a t i v e m e r i t s o f a c c o u n t s b a s e d o n c o s t a n d a c c o u n t s b a s e d o n a p p r a i s a l s '
( W h i t n e y , 1 9 4 0 , p 2 9 4 - 2 9 5 ) . 4 2 9
4 2 7 A c c o u n t i n g T e r m i n o l o g y B u l l e t i n N o I ( 1 9 5 3 , p l l - 1 2 ) , ' S i n c e . . . 1 9 4 1 , . . . t h e r e h a s b e e n m a r k e d
p r o g r e s s t o w a r d g r e a t e r l o g i c a n d u s e f u l n e s s i n w h a t n e v e r t h e l e s s s t i l l a r e r e f e r r e d t o a s b a l a n c e - s h e e t
p r e s e n t a t i o n s . I t m a y b e t h a t a t s o m e f u t u r e d a t e t h e t e r m b a l a n c e s h e e t w i l l c e a s e t o b e u s e d t o
d e s i g n a t e a p r e s e n t a t i o n o f f i n a n c i a l p o s i t i o n a n d w i l l i n s t e a d b e d e e m e d t o r e f e r ( a s t h e t e r m t r i a l
b a l a n c e a l r e a d y r e f e r s ) t o a m e r e s t e p , o r p o i n t o f a r r i v a l - a n d - d e p a r t u r e , i n p r e p a r i n g s u c h a
p r e s e n t a t i o n . ' B l a c k i e ( 1 9 4 7 , p I 9 9 - 2 0 0 ) a r g u e d f o r a c h a n g e t o p e r h a p s ' a c c o u n t i n g p o s i t i o n ' ,
' s t a t e m e n t o f s t e w a r d s h i p ' o r ' s t e w a r d s h i p p o s i t i o n ' .
4 2 8 C a f f y n ( I 9 4 8 ) w r o t e o f P a c i o l i ' s t r e a t i s e ' p r o b a b l y c a u s i n g h a l f t h e t r o u b l e s c o n f r o n t i n g
a c c o u n t a n t s ' , o f s t r a n g e c r e d i t s , o f a l a c k o f u n d e r s t a n d i n g a m o n g c l i e n t s a n d o f a n e e d f o r a n e w s e r i e s
o f r e p o r t s . P a t o n ( I 9 4 9 ) w a s c r i t i c a l o f t h e b a l a n c e s h e e t b e i n g ' r e d u c e d t o n o t h i n g m o r e t h a n a
c o l l e c t i o n o f u n a b s o r b e d d e b i t s a n d c r e d i t s , b o o k k e e p i n g b a l a n c e s . . . '
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T o W h i t n e y ( 1 9 4 0 , p 2 9 9 ) , f o r m o s t m o d e m c o r p o r a t i o n s , b a l a n c e s h e e t s w e r e n o t
r e a s o n a b l y a c c u r a t e s t a t e m e n t s o f a s s e t s , l i a b i l i t i e s a n d n e t w o r t h . T h i s s t a t e o f a f f a i r s
c a u s e d t e n s i o n s i n r e l a t i o n s h i p s w i t h S E C
430
w h i c h s u g g e s t e d ( f o r s e l e c t e d
c o r p o r a t i o n s ) t h e r e q u i r e m e n t t o l o d g e t h e b a l a n c e s h e e t b e e l i m i n a t e d - t o W h i t n e y
a n u n s a t i s f a c t o r y r e s u l t . B o t h i n v e s t o r s a n d p r a c t i t i o n e r s w o u l d s u f f e r , t h o u g h f o r
d i f f e r e n t r e a s o n s . I n v e s t o r s n e e d e d a f i n a n c i a l p o s i t i o n s t a t e m e n t .
W h i t n e y w a s a l s o c r i t i c a l o f a t t e m p t s t o ' e d u c a t e ' t h e p u b l i c o n t h e t e c h n i c a l n a t u r e o f
t h e c o n v e n t i o n a l a c c o u n t i n g b a l a n c e s h e e t . H e ( p 3 0 1 ) a r g u e d t h a t m i s u n d e r s t a n d i n g s
b y i n v e s t o r s ( t h a t b a l a n c e - s h e e t s a r e n o t w h a t t h e f o r m , d a t e , a n d c a p t i o n s s e e m t o
i n d i c a t e ) r e q u i r e d a c c o u n t a n t s t o t e l l t h e p u b l i c w h a t b a l a n c e - s h e e t s a r e . A s u b s t i t u t e
w a s r e q u i r e d f o r t h e m e a n i n g l e s s , s t i l t e d p h r a s e ' b a l a n c e - s h e e t ' . C h a m b e r s a n d o t h e r s
w o u l d r e t u r n t o t h i s t h e m e i n l a t e r d e c a d e s .
W h i t n e y ( P 3 0 8 ) c o n c l u d e d t h a t a b a l a n c e s h e e t ( i n c l u d i n g f i x e d a s s e t s ) b a s e d o n c o s t
d i d p r o v i d e p a r t o f a n a c c o u n t i n g b y c o r p o r a t i o n m a n a g e m e n t s t o s h a r e h o l d e r s f o r u s e
a n d c a r e o f s h a r e h o l d e r s ' f u n d s . H e s a w c o r p o r a t e m a n a g e m e n t s ' r e s p o n s i b i l i t i e s a n d
d u t i e s t o s h a r e h o l d e r s a s f i d u c i a r y i n c h a r a c t e r - a n a r g u m e n t c o n s i s t e n t w i t h a
n a r r o w v i e w o f s t e w a r d s h i p f o r e x p e n d i t u r e s .
A r g u i n g t h a t m a n y i n v e s t o r s b e l i e v e b a l a n c e s h e e t s a r e s t a t e m e n t s o f a s s e t s ,
l i a b i l i t i e s , a n d p r e s e n t n e t w o r t h , W h i t n e y ( 1 9 4 0 , p 3 0 8 ) p r o p o s e d t h e i n t r o d u c t i o n o f
a n a d d i t i o n a l s t a t e m e n t - a r g u a b l y o n e o f f i n a n c i a l p o s i t i o n - e x p r e s s i n g c o r p o r a t e
a s s e t s , l i a b i l i t i e s a n d n e t w o r t h a t t h e i n d e p e n d e n t e x p e r t o p i n i o n o f t h e v a l u e .
W h i t n e y ' s ( 1 9 4 0 ) a r g u m e n t s w e r e t h e s o u r c e o f a n E d i t o r i a l ( 1 9 4 0 , p 3 8 9 ) 4 3 \ w h i c h
s u g g e s t e d h e h a d r e s o l v e d q u e s t i o n s o n :
• t h e d e b a t e o n a l l - p u r p o s e b a l a n c e - s h e e t s v e r s u s a s e r i e s o f s i n g l e - p u r p o s e
o n e s ,
• t h e v a l u a t i o n o r h i s t o r i c a l c o s t d e b a t e ,
4 2 9 H e a l y ( 1 9 3 8 ) w a s d r a w n u p o n t o i l l u s t r a t e t h e c a s e f o r c o s t a n d M a c N e a l ( 1 9 3 9 ) f o r n o n - c o s t .
M a c N e a l h a d m o r e i n c o m m o n w i t h t h e u s e o f m a r k e t e x i t p r i c e s r a t h e r t h a n a p p r a i s a l s . T h i s k e y
d i f f e r e n c e i s r e t u r n e d t o i n C h a p t e r 8 .
4 3 0 W h i t n e y , ( 1 9 4 0 , p 2 9 9 ) : ' T h e C o m m i s s i o n h a s f o u n d a n i n t e r e s t i n g s o l u t i o n . T h i s h a s b e e n d e s c r i b e d
b y t h e c h i e f a c c o u n t a n t o f t h e C o m m i s s i o n , . . . W e r t z , i n t h e f o l l o w i n g w o r d s :
" I n f o r m A - O - I , f o r c o r p o r a t i o n s o r g a n i z e d w i t h i n t w o y e a r s t o e n g a g e i n t h e e x p l o i t a t i o n o f m i n e r a l
d e p o s i t s , a n a t t e m p t h a s b e e n m a d e t o o v e r c o m e t h e m i s l e a d i n g e f f e c t o f f i n a n c i a l s t a t e m e n t s o f
e n t e r p r i s e s o f t h i s t y p e b y e l i m i n a t i n g t h e u s u a l r e q u i r e m e n t o f a c e r t i f i e d b a l a n c e - s h e e t . . . . "
A m p u t a t i o n a t t h e n e c k w i l l e n d a h e a d a c h e . B a l a n c e - s h e e t s c a n n o t m i s l e a d i f t h e y a r e a b o l i s h e d . . . .
A b o l i t i o n o f b a l a n c e - s h e e t s m a y s a t i s f y t h e C o m m i s s i o n , b u t i t i s a n u n s a t i s f a c t o r y s o l u t i o n f o r
i n v e s t o r s w h o w a n t s t a t e m e n t s o f a s s e t s , l i a b i l i t i e s , a n d n e t w o r t h , a n d f o r p r a c t i s i n g a c c o u n t a n t s w h o
e a r n t h e i r l i v e l i h o o d b y c e r t i f y i n g b a l a n c e - s h e e t s . '
4 3 1 T h e E d i t o r i a l ( 1 9 4 0 , p 3 8 9 ) s t a t e d h e h a d ' m o s t d e x t e r o u s l y u n t a n g l e d s o m e o f t h e k n o t t i e s t o f t h e
q u e s t i o n s w h i c h b o t h e r t h e a c c o u n t i n g p r o f e s s i o n . H i s a n s w e r t o t h e m i s s t a r t l i n g i n i t s v e r y
s i m p l i c i t y . '
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• t h e a d o p t i o n o f P a t o n a n d L i t t l e t o n ( 1 9 4 0 ) t h e o r y o n t h e d o m i n a n t c o n c e r n o f
a c c o u n t i n g b e i n g n o t v a l u a t i o n , b u t t h e p e r i o d i c m a t c h i n g o f c o s t s a n d
r e v e n u e s ,
• t h e a c c o u n t i n g p r o f e s s i o n ' s p u b l i c - r e l a t i o n s e f f o r t s w h i c h e x p l a i n t o t h e
p u b l i c t h a t t e r m s u s e d i n b a l a n c e s h e e t s d o n o t h a v e m e a n i n g s c o m m o n l y
a s c r i b e d t o t h e m .
T h e a n s w e r s t o t h e q u e s t i o n s ( d e s p i t e b e i n g l a u d e d i n t h e E d i t o r i a l f o r t h e i r
s i m p l i c i t y ) w e r e n o t t o e n d d e b a t e .
4 3 2
I n d e e d , d e b a t e s c o n t i n u e d t o s e e m u n r e s o l v a b l e .
I n r e s p o n s e t o c o m m e n t s f r o m C r o s s ( 1 9 4 1 ) , W h i t n e y ( 1 9 4 1 , p 3 5 6 ) r e s t a t e d h i s
s u p p o r t f o r a b a l a n c e s h e e t u n d e r c o n v e n t i o n a l a c c o u n t i n g a s p a r t o f a n a r r o w
s t e w a r d s h i p f u n c t i o n .
4 3 3
O t h e r s r e m a i n e d u n c o n v i n c e d . D o h r ( 1 9 4 1 , p 2 0 1 ) r e v i s i t e d
M o n t g o m e r y ' s ( 1 9 1 9 ) p o s i t i o n ( r e c a l l 3 . 3 . 2 ) a n d w a s c r i t i c a l o f t h i s a p p r o a c h t o t h e
b a l a n c e s h e e t . I n s t e a d , h e a r g u e d t h e m e c h a n i c s o f b o o k k e e p i n g p r o d u c e d a s a s s e t s :
• t r e a s u r y s t o c k ,
• s t o c k d i s c o u n t ,
• b o n d d i s c o u n t a n d
• l o s s e s a s ' a n o t h e r w i s e r a t i o n a l a c c o u n t a n t [ s e e k s 1 t o s a t i s f y t h i s p a s s i o n f o r
b a l a n c e '
a n d i n c l u d e d a s l i a b i l i t i e s
• r e s e r v e s f o r s e l f - i n s u r a n c e ,
• r e s e r v e s f o r c o n t i n g e n c i e s , a n d
• o c c a s i o n a l l y r e s e r v e s f o r d e p r e c i a t i o n .
I n s t e a d h e r e g a r d e d f i n a n c i a l p o s i t i o n a s b a s i c a l l y a m a t t e r o f f i n a n c i a l r e s o u r c e s a s
c o m p a r e d w i t h f i n a n c i a l o b l i g a t i o n s . T h i s w a s c o n s i s t e n t w i t h t h e a v e r a g e m a n ' s
a p p r o a c h . I n d e e d , h e a r g u e d t h e l a y m a n w a s m y s t i f i e d b y t h e c o n v e n t i o n a l b a l a n c e -
s h e e t .
4 3 4
A n E d i t o r i a l ( 1 9 4 5 , p 3 - 4 ) c o n t i n u e d t h e d e b a t e . A c o n t r o l l e r o f a p r o m i n e n t
c o r p o r a t i o n w a s c i t e d w h o
• s u p p o r t e d a ' s t a t e m e n t o f f i n a n c i a l p o s i t i o n ' i n s t e a d o f b a l a n c e s h e e t ,
• a t t a c k e d a c c o u n t i n g u s e s o f t h e t e r m s ' r e s e r v e ' a n d ' s u r p l u s ' , a n d
4 3 2 T h e E d i t o r i a l ( 1 9 4 0 , p 3 8 9 ) h a d i n c l u d e d , ' B u t t h e u n o r t h o d o x a n d u n r e g e n e r a t e c o n t i n u e t o
c o m p l a i n t h a t i n v e s t o r s a r e e n t i t l e d t o k n o w c u r r e n t v a l u e s o f p r o p e r t i e s o w n e d b y t h e c o r p o r a t i o n t o
w h i c h t h e y h a v e e n t r u s t e d t h e i r s a v i n g s , a n d - w h a t i s w o r s e - t h a t i s w h a t t h e y t h i n k t h e y a r e g e t t i n g
w h e n t h e y g e t a b a l a n c e - s h e e t . . . '
4 3 3 W h i t n e y ( 1 9 4 1 , p 3 5 6 ) : ' B a l a n c e - s h e e t s , p r e p a r e d a c c o r d i n g t o t h e t r a d i t i o n a l p r o c e d u r e s , a c c o u n t
f o r t h o s e r e c e i p t s , e x p e n d i t u r e s , a n d a c c r u a l s , w h i c h a r e n o t r e p o r t e d o n i n c o m e o r s u r p l u s s t a t e m e n t s .
I f . . . t h e r e l a t i o n s h i p o f m a n a g e m e n t s t o i n v e s t o r s i s q u a s i - t r u s t , i n v e s t o r s a r e e n t i t l e d t o a n a c c o u n t i n g
f o r a l l r e c e i p t s , e x p e n d i t u r e s , a n d a c c r u a l s . T h i s a c c o u n t i n g i s i n c o m p l e t e w i t h o u t a b a l a n c e - s h e e t
p r e p a r e d a c c o r d i n g t o t h e t r a d i t i o n a l p r o c e d u r e s . '
4 3 4 D o h r ' s N o t e I p r o v i d e s a w r y c o m m e n t : ' O n t h e o b j e c t i o n t o t h e i n c l u s i o n a s a s s e t s o f i t e m s w h i c h
a r e n o t a s s e t s t h e s u g g e s t i o n i s a d v a n c e d t h a t t h e b a l a n c e - s h e e t b e r e g a r d e d a s a s t a t e m e n t o f a s s e t s a n d
o t h e r d e b i t s . T h e h e a d a c h e i s t h u s t o b e c u r e d b y d e c a p i t a t i o n . '
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• f a v o u r e d a c h a n g e i n f o r m a t t o o n e w h i c h r e f l e c t e d t o t a l a s s e t s l e s s t o t a l
l i a b i l i t i e s e q u a l n e t w o r t h w a s s u g g e s t e d , t h o u g h i t w a s p o i n t e d o u t t h a t s o m e
a c c o u n t a n t s o b j e c t e d t o t h e t e r m ' n e t w o r t h ' .
H o w e v e r , m a j o r i n d i c t m e n t s i n c l u d e d t h a t t h e b a l a n c e - s h e e t c o n v e y s a m i s l e a d i n g
i m p r e s s i o n o f i n d i s p u t a b l e f a c t , w h e n t h e i n i t i a t e d k n o w t h a t j u d g m e n t a n d o p i n i o n
f o r m a l a r g e p a r t o f i t . A l s o c o n d e m n e d w e r e t h e l o o s e u s e o f t h e t e r m s ' v a l u e ' a n d
' v a l u a t i o n s ' .
W h i l e c o m m e n t i n g s i m i l a r c r i t i c i s m s a n d s u g g e s t i o n s h a d b e e n m a d e b e f o r e , t h e
E d i t o r i a l ( 1 9 4 5 , p 4 ) c o n c l u d e d t h a t f i n a n c i a l s t a t e m e n t s n e e d e d t o b e i m p r o v e d b y
a c c o u n t a n t s s o t h a t t h e p u b l i c c o u l d m o r e e a s i l y u n d e r s t a n d t h e m .
4 3 5
T h e m e s s a g e w a s
a t b e s t a m b i g u o u s .
M a y a n d h i s l e g a c y o f c o u r s e h a d s u p p o r t e r s . M c M a h a n ( 1 9 4 6 , p 1 3 5 ) a g r e e d w i t h t h e
u s e o f c o n v e n t i o n s , t h o u g h c o n s i d e r e d n e w o n e s m i g h t b e n e c e s s a r y . 4 3 6 H i s
a d m i r a t i o n o f M a y w a s o b v i o u s .
4 3 7
C a n n o n ( 1 9 5 2 , p 4 2 l ) a l s o a g r e e d w i t h M a y ' s
a p p r o a c h .
4 3 8
S o m e w e r e s i m p l y h a p p y t h a t c h a n g e s h a d b e e n i n c o r p o r a t e d . M a c k e n z i e ( 1 9 4 7 , P 1 7 )
a r g u e d A A P f o r d e a l i n g w i t h c o s t s , r e v e n u e s , a s s e t s , l i a b i l i t i e s a n d p r o p r i e t o r s h i p
w e r e n o l o n g e r d e p e n d e n t o n t h e a c c o u n t i n g e q u a t i o n a n d d o u b l e e n t r y a s a c c o u n t i n g
d a t a c o u l d b e k e p t o n m e m o r a n d u m r e c o r d s . H e a g r e e d w i t h M o n t g o m e r y ' s ( 1 9 1 9 )
a r g u m e n t ( 3 . 3 . 2 ) . W o r k o n A A P o f c o u r s e a l s o r e q u i r e d r e l a t e d w o r k o n t h e
t e r m i n o l o g y u s e d . B y t h e n t h i s h a d a l e n g t h y , t h o u g h c h e q u e r e d , h i s t o r y .
O t h e r s w e r e s a t i s f i e d w i t h t h e o u t p u t . L i t t l e t o n ( 1 9 5 2 , p 1 7 l ) a r g u e d t h e r e c o r d i n g a n d
r e p o r t i n g o f h i s t o r i c a l o r i n v e s t e d c o s t w e r e a c o n s e q u e n c e o f a s t a t e d r e s p o n s i b i l i t y
w h e r e a n a c c o u n t i n g w a s r e q u i r e d . T h i s s e r v i c e ( l i m i t e d t o a n a r r o w s t e w a r d s h i p o n e )
w a s a s i m p l e n e c e s s i t y a n d d i d n o t a r i s e f r o m c o n v e n t i o n o r t r a d i t i o n .
H o w e v e r , t h e p r i m a c y o f t h e i n c o m e c a l c u l a t i o n w a s l e a d i n g t o f u r t h e r t e n s i o n s . S o m e
r e m a i n e d u n h a p p y w i t h t h e o u t p u t u n d e r c o n v e n t i o n a l a c c o u n t i n g .
4 3 9
O t h e r s w e r e
4 3 5 E d i t o r i a l ( 1 9 4 5 , p 4 ) , ' T h e i m p o r t a n c e o f a c c o u n t i n g a r i s e s l a r g e l y f r o m i t s a b i l i t y t o c o n v e y
i n f o r m a t i o n a b o u t c o r p o r a t e a f f a i r s t o g r e a t n u m b e r s o f i n t e r e s t e d p e r s o n s w h o a r e n o t i n a p o s i t i o n t o
g e t i t f o r t h e m s e l v e s . T h e e a s i e r f i n a n c i a l s t a t e m e n t s a r e t o u n d e r s t a n d , t h e b e t t e r t h e p u b l i c w i l l l i k e i t .
I t i s w h o l l y p r o p e r t h a t a c c o u n t a n t s t a k e t h e l e a d i n a t t e m p t i n g i m p r o v e m e n t '
4 3 6 M c M a h a n ( 1 9 4 6 , p I 3 5 ) , ' [ M a y ' s ] p r i n c i p a l t h e m e , v a r i o u s l y p r e s e n t e d a n d r e p e a t e d , i s t h a t
a c c o u n t i n g i s l a r g e l y a b o d y o f b u s i n e s s c o n v e n t i o n s , m a n y o f w h i c h a r e o u t - w o r n a n d i n n e e d o f
b e t t e r m e n t , r e t i r e m e n t , o r r e p l a c e m e n t . H e l i k e n s a c c o u n t i n g t o t h e c o m m o n l a w i n i t s d e v e l o p m e n t
a n d s l o w y i e l d i n g a n d f l e x i n g o f t h e n e e d s o f s o c i e t y . B u t , w h i l e h e b e l i e v e s t h i s c h a r a c t e r i s t i c t o b e t h e
p r i n c i p a l p r i n c i p l e o f a c c o u n t i n g , h e i s i m p a t i e n t w i t h i t s s t a r e d e c i s i s - s t a n d i n g b y p r e c e d e n t . '
4 3 7 M c M a h a n ( 1 9 4 6 , p 1 3 5 ) w r o t e , ' N o o n e , I t h i n k , h a s r e a d M r M a y ' s T w e n t y - F i v e . . . a n d / o r h i s m o r e
r e c e n t F i n a n c i a l A c c o u n t i n g w i t h o u t s t i m u l a t i o n a n d t h r i l l t o t h o s e b r o a d , h e a v y , b u t n i m b l e , s t r o k e s
w i t h w h i c h h e p a i n t s h i s l o n g e x p e r i e n c e i n p u b l i c a c c o u n t i n g . '
4 3 8 C a n n o n ( 1 9 5 2 , p 4 2 1 ) , ' A c c o u n t i n g . . . i s u t i l i t a r i a n . I t i s a l a n g u a g e a n d a s y s t e m o f m e a s u r e m e n t . I t
i s a b o d y o f c o n v e n t i o n a n d p r o c e d u r e a n d n o t a b o d y o f l o g i c . L a n g u a g e i s c o n v e n t i o n a l a n d
m e a s u r e m e n t i s p r o c e d u r a l . '
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w i t h d e f i n i t i o n s i n a c c o u n t i n g a n d t h e i r m e a n i n g s . M a y ( 1 9 4 2 , p 3 5 ) w r o t e , r e g a r d i n g
t h e w o r k o f t h e C A T , 4 4 0 o f t h e n e e d t o e n s u r e a n y f i n d i n g s w e r e c o n s i s t e n t w i t h t h e
w o r k o f C A P w h i c h e m p h a s i z e d t h a t A A P w e r e f o u n d e d o n u t i l i t y , n o t a b s t r a c t
t h e o r i e s o r l o g i c . T o M a y , t h e s o l u t i o n r e s t e d o n e x p e r i e n c e s f r o m p r a c t i c e .
R e c o g n i z i n g a d e m a n d f o r t h e d e v e l o p m e n t o f a h a r m o n i o u s b o d y o f A A P , h e ( p 3 5 -
3 6 ) s a w
a s u b s t a n t i a l a d v a n t a g e i n d e f i n i n g b a l a n c e - s h e e t , a s s e t s , a n d l i a b i l i t i e s s o a s
t o c o o r d i n a t e t e r m i n o l o g y w i t h r u l e s a n d p r i n c i p l e s a s f r o m t i m e t o t i m e
e s t a b l i s h e d . T h i s p r o c e d u r e h a s t h e f u r t h e r a d v a n t a g e t h a t t h e d e f i n i t i o n s
e s t a b l i s h c r i t e r i a f o r d e t e r m i n i n g n o t o n l y w h e t h e r a t h i n g i s a n a s s e t o r a
l i a b i l i t y , b u t i f s o i n w h a t a m o u n t .
A k e y a r g u m e n t i m p l i c i t h e r e i s t h a t i n c o n v e n t i o n a l a c c o u n t i n g , i s s u e s o f d e f i n i t i o n
a n d m e a s u r e m e n t s e e m e d i n h e r e n t l y l i n k e d .
T h e i d e a s / i s s u e s m e t i n C h a p t e r s 2 t o 4 c e r t a i n l y i n f l u e n c e d d e b a t e s o n t e r m i n o l o g y
w h i c h w e r e t o c o n t i n u e .
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M a y ( 1 9 4 2 , p 3 6 ) c o n c e d e d t h a t t h e l a y p e r s o n w o u l d
u n d e r s t a n d a c c o u n t i n g t e r m i n o l o g y i n s i m p l e c a s e s o n l y . H o w e v e r , t h e n e e d t o a p p l y
s p e c i a l t e c h n i q u e s a n d c o n v e n t i o n s m a d e o t h e r s m o r e c o m p l e x . F r o m t h i s h e
c o n c l u d e d t h a t g e n e r a l d e f i n i t i o n s i n a c c o u n t i n g r e q u i r e d t o b e f r a m e d w i t h i n ' a
h i g h l y t e c h n i c a l a n d i n p a r t c o n v e n t i o n a l a r t ' . T h e p u b l i c a n d t h e p r o f e s s i o n n e e d e d t o
a p p r e c i a t e t h a t t h e d e f i n i t i o n s w e r e t e c h n i c a l . T h i s p r o v i d e d a r a i s o n d ' e t r e f o r t h e
n e e d f o r p r o f e s s i o n a l a c c o u n t a n t s .
M a y a g r e e d w i t h K e s t e r ' s ( 1 9 4 0 , p 4 4 3 - 4 4 4 ) a r g u m e n t t h a t t h e p u b l i c r e q u i r e d
e d u c a t i n g a s t o a c c o u n t i n g t e r m i n o l o g y . T e r m s w e r e u s e d i n a t e c h n i c a l m a n n e r . H i s
s o l u t i o n w a s t o h i g h l i g h t t h e p h r a s e ' i n a c c o r d a n c e w i t h p r i n c i p l e s o f a c c o u n t i n g
c o n s i s t e n t l y m a i n t a i n e d ' . T h a t w a s s e e n a s s u f f i c i e n t t o m e e t a n y r e s p o n s i b i l i t y i n
r e p o r t i n g , p r o v i d e d a n y c h a n g e b y m a n a g e m e n t i n a c c o u n t i n g p r a c t i c e a n d i t s
s i g n i f i c a n c e i s m a d e k n o w n .
N e u r e u t h e r ( 1 9 4 6 , p I 5 8 - l 5 9 ) s o u g h t a t t e m p t s t o s i m p l i f y a c c o u n t i n g s t a t e m e n t s s o
t h a t t h e y w e r e m o r e u n d e r s t a n d a b l e t o r e a d e r s . W h i l e h e s a w t h i s c o m m e n d a b l e , h e
a r g u e d t h i s m i g h t c o m p r o m i s e t h e a c c u r a t e a n d f u l l d i s c l o s u r e o f f i n a n c i a l o p e r a t i o n s
a n d c o n d i t i o n e s p e c i a l l y i n c o m p l e x s i t u a t i o n s .
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4 3 9 D e a n ( \ 9 5 1 , P 1 8 5 , e m p h a s i s a d d e d ) a r g u e d , ' P r o f i t s m u s t b e m e a s u r e d d i f f e r e n t l y f o r d i f f e r e n t
p u r p o s e s , a n d t h e k i n d o f m e a s u r e m e n t t h a t i s n e e d e d f o r e x e c u t i v e d e c i s i o n s i s n o t p r o v i d e d b y t h e
c o n v e n t i o n a l i n c o m e s t a t e m e n t . T h e B u r e a u o f I n t e r n a l R e v e n u e , t h e s t o c k h o l d e r s , a n d t h e b a n k s , a l l
w a n t s p e c i a l k i n d s o f i n f o r m a t i o n , a n d g e n e r a l l y h a v e c u s t o m - m a d e i n c o m e s t a t e m e n t s d e s i g n e d t o f i t
t h e i r r e q u i r e m e n t s . '
4 4 0 M a y ( \ 9 4 2 , p 3 5 ) , ' I t s d e c i s i o n t o p r e s e n t d e f i n i t i o n s o f b a l a n c e s h e e t , a s s e t , a n d l i a b i l i t y i n t e r m s o f
a c c o u n t i n g r u l e s , p r i n c i p l e s , a n d p r o c e d u r e s w a s r e a c h e d a f t e r m a t u r e d e l i b e r a t i o n b y i t s m e m b e r s a n d
t h e r e s e a r c h s t a f f . . . . '
4 4 1 S e e f o r i n s t a n c e B l a c k i e ( \ 9 4 7 , p I 9 3 ) , E d i t o r i a l ( \ 9 4 7 b , p 1 8 3 ) o r G a l a n i s ( \ 9 4 7 , p 3 6 8 ) .
4 4 2 N e u r e u t h e r ( 1 9 4 6 , P 1 5 8 - 1 5 9 ) c o n c l u d e d , ' I l l e g i b l e b a l a n c e - s h e e t s a r e v a l u e l e s s t o t h e i r r e a d e r s , b u t
o v e r s i m p l i f i e d b a l a n c e - s h e e t s m a y b e w o r s e t h a n v a l u e l e s s ; t h e r e h a l f - t r u t h s m a y m i s l e a d . '
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To add fuel to the fire, Staff of the Journal (1947, p487), after reviewing a survey by
the Opinion Research Corporation for the Controllership Foundation, suggested that
accounting statements might as well be in Sanskrit so far as any effective
communication between business and the public is concerned.if The survey found
(1) most of the public either does not see, or does not understand, information
prepared by accountants; and
(2) such information as it does see, it doesn't believe.
Others would support the use of vernacular meanings. Whitney (1941) stood by his
required use of non-technical language in reports which would see the balance-sheet
including 'value' rather than historical cost. Dohr (1941, p205) argued that obviously
a distinction was made by the layperson between conventional accounting and
factual information. Implicitly, it was argued that a concession to expediency had
driven a wedge between accounting and financial facts.
Werntz (1941, p318-3l9) too commented on tensions arising in the average person's
comprehension of the basic accounting terminology used. This presented a dilemma.
While popular usage lacked precision, if financial statements were for general
consumption, connotations popularly attaching to many words were to be considered.
He questioned whether accountants should redefine a term to suit peculiar accounting
needs. Arguably, to do so would heighten rather than dispel bewilderment.
Tensions were reinforced when an Editorial (1945, p3) commented that financial
statements were ineffective as the untrained reader had difficulty in understanding
them. One reason was that ordinary words were used in extraordinary senses.
444
Debate continued on the possible misleading of the public by the terms used when an
Editorial (1946, p275-276) referred to a questioning (by one Knowltont") of
accounting using peculiar meanings which were fundamentally different from that
443 Of course, no offence is or was intended to readers of Sanskrit.
444 It was claimed (p3), 'The severest critics of financial statements are accountants. Several years ago
the American Institute of Accountants committee on terminology made a clear breast of the
verbal
faults ofaccounting .... '
445 This Extract (1946, p147) appears in the Journal:
'Accounting Terminology and Financial Statements
'Accountants, like lawyers, cling to certain well defined, accepted phrases because those phrases
have,
to them, definite accepted meanings. They are like chemists, who use chemical formulas because
these
represent a universal language to them. But it was designed only for other chemists.
'Financial statements are no longer company property. They go to millions of stockholders; they
go to
senators and representatives; they go to labor leaders; they go to newspaper columnists; they
go to
college professors.
'It is imperative that accountancy terms be not only translated into layman's terms but be so
stated
originally. Unless and until this be done, neither the public nor our legislators will understand cor
porate
finances, and the end of the road may lead to the socialization of industry - and of banks.'
'From "The Semantics ofFinancial Reports", by Don Knowlton in Trusts and Estates for June, 19
46.'
The Editorial (\946, p276) commented, 'Accountants will welcome Mr. Knowlton's suggestion that a
meeting be arranged of representatives of banks, corporations, and certified public accountants
for the
purpose of simplifying and clarifying the terminology of financial statements. The acco
unting
profession has already developed recommendations which would cure most of the faults whi
ch he
deplores. What is needed is sufficient popular support to put these recommendations to wide use.'
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generally ascribed to them. As well, the convention that in the balance-sheet, assets
are exactly equal to the liabilities conveyed to the layperson an incorrect impression.
It was suggested the balance-sheet be replaced by a different financial statement to
include a remainder after deducting liabilities from assets - the net worth idea.
At the practitioner level, Editorial (1946, p276) commented that even CAT found
inconsistent use of the terms 'value', 'assets' and 'liabilities'. Some argued
accountants gave 'far too little attention to particular concepts in [their] general
scheme' (Nelson, 1942, p132).
As regards experiments (primarily aimed at employees and small shareholders) to
simplify income accounts and balance sheets by using non-technical terminology,
Galanis (1947, p368) found them commendable. However, the analyst with a working
knowledge of accounting still required detailed or technical statements criticized any
policy of over-conservative or under-conservative accounting. Others like McLaren
(1948, p383) would lament that a veritable hodge-podge of financial accounting
terminology in company reports':" was being produced by financial and public
relations officers and advertising specialists.
During this period, tensions were not eased by AAA's two revisions of the reasoning
underlying accounting practices. Events and comments subsequent to the publication
of the 1936 Statement (see 4.3.2) led the Executive Committee to revise the statement
of AAP. As shown in Figure 5.1, the form was little different from the previous
statement.t'"
Similar 'fundamental propositions concerning the functions of accounting in respect
to cost, revenue realization, income, and capital' (AAA, 1957, pSI) were considered.
The same basic presumption was made (p52) of the reader being a person with a
moderate knowledge of accounting." Emphasis on income measurement
continued.449 Once again, elements are not explicitly defined but rather by means of
stating items to be included or excluded from a particular class.
450
446 This was based on, 'Students interested in details of variations in nomenclature are refer
red to
Accounting Survey of 525 Corporate Reports issued in January, 1948, by the American Institute of
Accountants. It is sufficient to note that from the titles of the financial statements down, indi
vidual
whim appears to be the order ofthe day.'
447 See Prefatory Note, p51. These events primarily took the form of 'numerous criticisms' of the
1936
Statement and attempts by other groups working towards 'the formulation of accounting principle
s'.
448 AAA, (1957, p52), 'No one on casual inspection of financial statements can arrive at a thorough
understanding of a corporation's affairs; but it should be possible for a person moderately exper
ienced
in business and finance to examine such statements with the expectation of deriving from them
basic
financial facts on which judgments may be premised.'
449 Unlike the 1936 Statement, this is not explicitly stated here. However, discussions of cost and
cost
allocation to periods (Section A), revenue and its realization (Section B) and income determined by a
matching process (Section C) provide evidence ofthis emphasis.
450 Examples are found in the discussion of Revenue, p54-55.
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Both the 1936 Statement and the 1941 Revision continued to see accounting as an
allocation process.t" As well, 'The Basic Assumption' in the 1941 Revision (P52-53)
hinted at a function of financial statements to help investors or creditors to make
'dependable judgments'. However, the link here was only implicitly made.
452
Figure 5.1
1936 Statement
Preliminary
Costs and Values
Measurement of Income
Capital and Surplus
1941 Revision
Prefatory Note
The Basic Assumption
A: Cost
B: Revenue
C: Income
D: Capital
1948 Revision
Prefatory Note
Assets
Income
Revenue
Expense
Liabilities & Stockholders'
Interest
Financial Statements
8 Supplementary Statements
A Symposium (Kohler, 1942) was held on the Revision.
453 Kohler's (P2) discussion
suggested tensions between academia and practice were easing, especially regarding
terminology.V" However, as might be expected from his earlier lengthy work on
terminology, he questioned that used in the Revision, as did others (who also debated
451 The former (1957, p61) argued, 'Accounting is thus not essentially a process of valuation, but the
allocation of historical costs and revenues to the current and succeeding periods.' In the latter
(p51),
'fundamental propositions concerning the functions of accounting in respect to cost, re
venue
realization, income, and capital are set forth briefly.'
452 Staubus (1977, p21) comments, 'Unfortunately, there followed no evidence ofa connection between
this encouraging position and the principles listed in the remainder of the statement. As of the
mid-
century, nothing in the literature suggested that accountants both recognized explicitly a user-or
iented
objective of accounting and looked to that objective in making their choices of accounting methods to
apply in practice.' (Staubus does in a related footnote qualify the claim somewhat, referring to earlier
individual contributions regarding 'uses of accounting data.' But importantly 'uses' are not the sa
me as
'users")
453 This included a Foreword by Kohler (p1-2); 'The Cost Principle' by Staub (p3-10); Discussion by
Paton (pI0-19); 'The Revenue and Income Principles' by Dohr (p19-27); 'The Capital Principle' by
Broad (p28-35): Comments by Werntz (p35-41) and an Open Forum (p41-60). The 1941 Revision was
reprinted in full (p60-66) as well.
454 Kohler's (1942, p2), 'As the years went by the Association's statement gained increasing acceptance
among practitioners. It became evident, however, that the language of the earlier statement ... l
acked
Clarity and precision to others. Besides, with each passing year carne a new emphasis to items th
at had
previously received scant treatment; on the other hand, a number of matters demanding attent
ion in
1936 were almost forgotten in 1941.'
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various matters).455 Kohler also emphasised the adaptive nature of accounting
evidenced by the challenge of new ideas, concepts and methods demanding attention.
He (p2) stressed the dangers of over-reliance on technical meanings.Y"
Staub (1942), as the title of his paper indicated, dealt with the emphasis on 'costs'.
One of Kohler's new ideas/methods was the debate on the use of First-in-First-out
(FIFa) or Last-in-First-out (UFO) in determining the monetary amount of inventory
and the related cost of goods sold. This arose as a way of costing outputs in times of
price level rises. In turn, Paton (1942, p17) questioned the need to tie schemes of cost
absorption to the history of specific physical units of property and specific
transactions. Related methods of cost absorption would lead to tension both among
and within groups.
Paton (1942, P18) stated one dilemma causing tension was the argument by some that
it was better to match sales with relatively current costs rather than with the older
costs. He concluded both arguments had their merits. Under conventional
accounting, reliance on historical costs meant the debate was irresolvable. He (p 19)
did introduce ideas from other disciplines within the context of the FIFa-UFO
debate, referring to external and observable physical facts
457
and economic
reiationships.l'" The argument is certainly consistent with the ideas of Chambers'
CoCoA and Sterling (1976), although it may take a leap of faith to suggest agreement
followed on the use of contemporary prices. The use of a transmigration doctrine may
be seen as a criticism of conventional accounting.
Paton (1942, P19) also commented on the 'real' profits controversy which he argued
confused of income measurement and income administration. The former on
measurement is consistent with Chambers' reasoning. The latter on administration
455 Dixon (1941, p54), 'The section on costs and values has justly been criticized from the standpoint of
choice of phraseology, from the standpoint of balance of emphasis, and on the ground that ce
rtain
problems are not provided for.' Mautz (1941, p66), ' ... the wording in many cases has been described
as vague, ambiguous, and inconsistent.' Kerrigan (1941) agreed.
456 Kohler (1942, p2), '... varying word usages and effects presented this drafting group with its
greatest problem. What is referred to as semantics is not often thought of as having applicati
on to
accounting. But in a statement which is to relate to many persons much of its value may depend o
n the
success with which the problems commonly dealt with by semanticists have been resolved.'
457 Scott (1945, p308) would later argue, 'But when men in their search for truth have turned away
from the concrete world of their experience and have concentrated their attention exclusively
upon
polishing and perfecting their own formulations, they thereby have initiated an atrophy of thin ide
as. It
was this truth which Bacon had in mind in his declaration that it is the first distemper of learning "
when
men study words and not matter'" .
4S8 Paton (1942, p19, emphasis added), 'I grant that you can't always demonstrate that following the
physical flow is completely satisfactory from the standpoint of what might be called econ
omic
relations and ultimate economic incidence, but to me it is much more satisfying to keep accounts w
hich
are in accord with external and observable physical facts than it is to go over to transmigr
ation
doctrine.'
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suggests income smoothing /earnings management which leads to tensions to this day
when flexible AAP are used (Schuetze, 2001, pl0-12; The Economist, 2006c, p57
459) .
Dohr (1942, p20) warned of giving primacy to one statement. To him, each part was
to be considered in light of its relationship to the whole. As well, he questioned the
practice of authors commenting on particular sections of the argument without an
understanding of the total argument. Not to do so would see tensions and
irresolvable debate, as indeed was found in responses to Chambers' CoCoA (See
Chapter 8).
That tensions were met between underlying theory and application was directly
referred to by Gaa (1944, p272). He argued that for some years, AAA, AlA and a few
individuals had tried to formulate statements of AAP that could be generally accepted
- but none had been. As well, both theory and application were individually beset with
tensions.46o To him, a coherent and consistent system of accounting standards may be
constructed only if it is built around the function which accounting serves. This was to
be a critical element in Chambers' CoCoA and his CF ideas.
As might be expected, May (1945, p134) was critical'"! of the 1941 Revision. He
questioned the disclosure presentation methods, especially the use of footnotes to the
financial starements.t'" He (P135) did agree with the 1936 Statement's claim that
accounting is a process of allocation, not of valuation, but with reservations. One was
the omission of 'tentative' in the title.
463 He (1945, p136) held other general
reservations also.464 After some damnation with faint praise, he found
4'9 The Economist, (2006c, p5?), 'Enron's accounting may have been creative or aggressive - but so,
the argument [of the defence] goes, was many companies' during the stockmarket boom; it was
certainly not fraudulent.'
460 Gaa (p272) concluded, 'Even though accounting theory is in a confused condition, it is far better
organized than the rules of contemporary practice.'
461 Knight (1955, p268) succinctly summarizes the tensions underlying criticisms (and perhaps related
accounting tensions), 'What makes economic reviewing (and all criticism, and discussion) difficult is
that writers and teachers of standing do not agree on the ABC's of their subject, the definition of their
"science" and its elementary concepts, and the statement of its first principles .... But one c
annot
appraise ideas without judging men - making "odorous comparisons." For, in judging another one is
implicitly judging oneself, and must leave it to the "gentle reader" to judge where the judgment falls. A
reviewer must point out "errors" and try to find their roots, not for the sake of controversy but fo
r the
sake of "the cause," of truth, in this case of education in economics - beginning with mutual educ
ation
of the educators.'
462 May (1945, pI34): 'The advocacy of stereotyped even though inappropriate methods of
presentation, accompanied by footnotes in which the really illuminating information is embodied
, was
to my mind a serious defect ... '
463 May (1945, p136), 'The omission of the word "tentative" from the description of the second
statement seems to me to have been unwise. I regret, also, that the Association in its revised State
ment
of 1941 discarded the word "allocation" .. .'
464 May (1945, p136), 'I regard A Tentative Statement ... , issued by the Association in 1936, as a
valuable contribution to the creation of an orderly body of accounting thought, though there are
many
views expressed in it with which I am unable to agree. Frankly, I regard the more definitive State
ment
of 1941 as premature and defective in that it largely ignored developments in accounting between 1
936
and 1941. I have found the language of different parts of that statement inconsistent and the meanin
g in
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( 1 ) t h e R e v i s i o n p r e m a t u r e a n d d e f e c t i v e b y i g n o r i n g r e c e n t w o r k d o n e
( f o r e x a m p l e b y C A P ) o n a c c o u n t i n g ;
( 2 ) d i f f i c u l t i e s w i t h t h e t e r m i n o l o g y u s e d ; a n d
( 3 ) i m p l i c a t i o n s f o r t h e F I F O - U F O d e b a t e .
O f c o u r s e , t h e l a s t r e m a i n s u n r e s o l v a b l e u n d e r c o n v e n t i o n a l a c c o u n t i n g .
O t h e r r e s e r v a t i o n s , a b o u t w h i c h M a y h a d s t r o n g o p i n i o n s , w e r e i s s u e s w h i c h w e r e
s i m p l y b e i n g r e c y c l e d . T h e s e i n c l u d e d :
( 1 ) W a s t h e b o d y o f A A P t o b e r i g i d o r f l e x i b l e ?
( 2 ) W e r e A A P t o b e u n i f o r m , o b j e c t i v e a n d w e l l u n d e r s t o o d o r c o n v e n t i o n a l ,
r e q u i r i n g o u t s i d e r s t o b e e d u c a t e d ?
( 3 ) W h a t w e r e t h e p o t e n t i a l u s e s o f f i n a n c i a l s t a t e m e n t s a n d r e l a t e d p u r p o s e s ( o r
f u n c t i o n s ) ?
( 4 ) A r e s i n g l e - p u r p o s e f i n a n c i a l s t a t e m e n t s a c h i e v a b l e ?
I n d e e d , M a y ( 1 9 4 5 , p 1 3 8 ) w o u l d c o n c l u d e , ' I e x p r e s s e d d o u b t w h e t h e r a n y s i n g l e
f o r m o f s t a t e m e n t c o u l d s e r v e t h e s e p u r p o s e s e v e n r e a s o n a b l y w e l l . '
O n t h e o t h e r h a n d , H u s b a n d ( 1 9 4 2 , p 2 8 3 ) w a s m o r e s u p p o r t i v e . V " H e s o u g h t
r e f i n e m e n t s i n p a r t i c u l a r a r e a s l i k e t h e l i n k s b e t w e e n t h e f u n d a m e n t a l t a s k a n d r e l a t e d
p r i n c i p l e s . A s r e g a r d s t h e f u n d a m e n t a l t a s k , a f t e r q u o t i n g K a p l a n , K e y n e s , M a c N e a l
a n d M a y o n t h e u s e o f a c c o u n t i n g i n f o r m a t i o n , H u s b a n d ( 1 9 4 2 , p 2 9 2 ) m a d e v a r i o u s
i n t e r d i s c i p l i n a r y - t y p e c o m m e n t s , n o t i n g t h e i r m e s s a g e f o r a c c o u n t i n g i n t h e g e n e r i c
s e n s e .
4 6 6
T h e n a r r o w s t e w a r d s h i p - t y p e f u n c t i o n , w h e r e c o n v e n t i o n a l a c c o u n t i n g d i d
h a v e a f u n c t i o n , w a s u n d e r a t t a c k . O t h e r f u n c t i o n s m i g h t b e m e t i f t a s k s a n d
p r i n c i p l e s w e r e b e t t e r l i n k e d .
4 6 7
s o m e c a s e s f a r f r o m c l e a r . B o t h s u p p o r t e r s a n d o p p o n e n t s o f t h e " c o s t o r m a r k e t " b a s i s f o r s t a t i n g
i n v e n t o r i e s h a v e c l a i m e d s u p p o r t f r o m i t f o r t h e i r r e s p e c t i v e v i e w s , a n d I h a v e n e v e r b e e n q u i t e a b l e t o
d e c i d e w h i c h c l a i m w a s t h e b e t t e r f o u n d e d . [ F o o t n o t e : c f . F i n a n c i a l A c c o u n t i n g , p 1 8 0 ] . '
4 0 5 H u s b a n d ( p 2 8 3 ) : ' T h e r e v i s e d s t a t e m e n t . . . i s a d e c i d e d i m p r o v e m e n t o v e r t h e s t a t e m e n t o f
p r i n c i p l e s p r e v i o u s l y p u b l i s h e d i n J u n e 1 9 3 6 . N e v e r t h e l e s s , i t s t i l l c o n t a i n s s p o t s w h e r e f u r t h e r
b u r n i s h i n g w o u l d a p p e a r t o c o n t r i b u t e b o t h t o d e s i r a b l e r e f i n e m e n t a n d t o g r e a t e r h a r m o n y b e t w e e n t h e
p r i n c i p l e s a n d t h e f u n d a m e n t a l t h e s i s u p o n w h i c h t h e y a r e b a s e d . . . . A n a t t e m p t w i l l b e m a d e , r a t h e r ,
t o p o i n t o u t a n d e m p h a s i z e i n c o n s i s t e n c i e s i n t h e p r i n c i p l e s a n d t o c o n s i d e r t h e u s e o f t e r m s t h a t m a y
b e m i s l e a d i n g w h e n u s e d i n c o n n e c t i o n w i t h t h e t a s k t h a t h i s t o r i c a l a c c o u n t i n g i s d e s i g n e d t o
a c c o m p l i s h . '
4 6 6 H u s b a n d ( 1 9 4 2 , p 2 9 2 , e m p h a s i s a d d e d ) , ' K e y n e s h o l d s t h a t o n e o f t h e c a u s e s o f t h e m a l a d j u s t e d
e c o n o m i c c o n d i t i o n s e x i s t i n g i n t h e w o r l d f r o m 1 9 2 9 o n r e s t s i n t h e f a c t t h a t b u s i n e s s m e n a r e
a c c o u n t i n g m i n d e d r a t h e r t h a n t r u l y s o c i a l 1 y m i n d e d . '
4 6 7 H u s b a n d ( 1 9 4 2 , p 2 9 3 , e m p h a s i s a d d e d ) , ' T a k e y o u r p i c k , 0 R e a d e r , a n d g o y o u r w a y r e j o i c i n g f o r
" y o u a r e r i g h t i f y o u t h i n k y o u a r e . " P e r s o n a l l y , i t i s m y o p i n i o n t h a t h i s t o r i c a l a c c o u n t i n g i s a s i n e q u a
n o n o f b u s i n e s s p r o c e d u r e a n d t h a t a l l e f f o r t s t o i m p r o v e i t a r e w o r t h y o f c o m m e n d a t i o n . T o a
c o n s i d e r a b l e e x t e n t , h i s t o r i c a l a c c o u n t i n g m e e t s t h e r e q u i r e m e n t s o f i n c o m e - t a x p r o c e d u r e ; i t k e e p s
p r o p e r r e c o r d s o f t h e r e l a t i o n s b e t w e e n t h e b u s i n e s s a n d i t s c u s t o m e r s a n d c r e d i t o r s ; t o a c o n s i d e r a b l e
e x t e n t i t a c c o u n t s f o r t h e m a n n e r i n w h i c h h i r e d s e r v a n t s p e r f o r m t h e d u t i e s o f t h e i r s t e w a r d s h i p ; i t
d e p i c t s t h e s u c c e s s o r f a i l u r e o f o r i g i n a l o w n e r s . I s h o u l d l i k e t o s e e a c c o u n t i n g e x p a n d i t s
s e r v i c e a b i l i t y , h o w e v e r , b y b r o a d e n i n g t h e s c o p e o f t h e a c t i v i t i e s . B y s o d o i n g I b e l i e v e t h a t i t c a n
b e c o m e t r u l y w o r t h y o f t h e C o m m i t t e e ' s a s s u m p t i o n t h a t i t i s o f " p r i m e e c o n o m i c a n d s o c i a l
s i g n i f i c a n c e " . I
1 5 6
T h e A A A 1 9 4 8 R e v i s i o n a s s u m e d a f o r m d i f f e r e n t f r o m p r e v i o u s o n e s . A l t h o u g h
i n c l u d e d w e r e v a r i o u s ' p r e l i m i n a r y c o n s i d e r a t i o n s ' ( p 1 3 ) i n c o m m o n w i t h t h e 1 9 4 1
R e v i s i o n , t h e s t r u c t u r e w a s a m a r k e d c h a n g e f r o m t h e p r e v i o u s t w o ( F i g u r e 5 . 2 ) . N o w
t h e c o m p o n e n t s o f t h e b a l a n c e s h e e t w e r e d i s c u s s e d u n d e r s e p a r a t e h e a d i n g s . I n
a d d i t i o n , s e v e r a l ' s t a n d a r d s f o r s t a t e m e n t p r e s e n t a t i o n ' ( P 1 7 - 1 8 ) w e r e l i s t e d . O f t h e
f o u r t e e n g i v e n , e l e v e n a r e i n a ' s h o u l d b e ' f o r m a t a n d o n e e a c h i n a ' s h o u l d n o t b e ' , a
m i x t u r e o f ' s h o u l d - s h o u l d n o t ' a n d a ' m a y b e ' f o r m a t . T h e R e v i s i o n i s s u p p o r t e d b y a
s e r i e s o f e i g h t S u p p l e m e n t a r y S t a t e m e n t s i s s u e d f r o m 1 9 5 0 t o 1 9 5 5 .
4 6 8
T h e 1 9 4 8 R e v i s i o n c o n t a i n e d l i t t l e d i s c u s s i o n o n t h e f u n c t i o n o f a c c o u n t i n g .
H o w e v e r , a c c o u n t i n g w a s e n v i s a g e d a s a l a n g u a g e , a m e a n s o f c o m m u n i c a t i n g
d a t a .
4 6 9
A s e t o f r u l e s o r r e s t r a i n t s w e r e n o t i n t e n d e d . I n s t e a d a t h e o r y t o u n d e r l i e
A A P w a s s o u g h t .
R e p o r t o f t h e C o m m i t t e e ( 1 9 4 8 ) i n c l u d e d N e w c o m e r ' s ( P 7 - 1 2 ) ' I n t r o d u c t o r y
S t a t e m e n t ' . H e ( P 8 - 9 ) r e p o r t e d t h e C o m m i t t e e f o u n d t h e 1 9 4 1 s t a t e m e n t b a s i c a l l y
c o n c e p t u a l l y s o u n d . H o w e v e r , s o m e d i s q u i e t w a s f o u n d w i t h t h e l a n g u a g e u s e d .
T e n s i o n b e t w e e n t h e a c a d e m i c a n d p r a c t i t i o n e r w i n g s r e m a i n e d o b v i o u s , a s t h e 1 9 4 8
R e v i s i o n i m p l i c i t l y r e j e c t e d t h e c r i t i c i s m s m a d e o r r e s e r v a t i o n s h e l d r e g a r d i n g t h e
e a r l i e r S t a t e m e n t s b y t h o s e l i k e M a y , o t h e r t h a n c r i t i c i s m s o f a t e r m i n o l o g y b e n t .
N e w c o m e r ~1948, p 9 ) r e f e r r e d t o t h e i m p o r t a n c e o f a p p r e c i a t i n g d i f f e r e n t l e v e l s o f
a b s t r a c t i o n . " 0 H e a r g u e d t h e u n d e r l y i n g t h e o r y w a s t h e k e y t o l o g i c a l s t a n d a r d s o r
r u l e s . F u n d a m e n t a l i d e a s n e e d e d t o b e c l e a r l y s t a t e d . V a r i o u s a p p r o a c h e s w e r e
p o s s i b l e , i n c l u d i n g t h e e m p i r i c a l , b u t a d e d u c t i v e o n e r e c o m m e n d e d . A g a i n t h e
t h e m e s w e r e c o n s i s t e n t w i t h C h a m b e r s ' a p p r o a c h t o d e v e l o p i n g C o C o A a n d t o t h e
v a r i o u s C F p r o j e c t s t h a t w o u l d e m e r g e ( C h a p t e r 7 ) . N e w c o m e r ( 1 9 4 8 , p i 0 - 1 1 ) a l s o
d i s c u s s e d t h e u s e o f w o r d s l i k e l a w , p r i n c i p l e s , s t a n d a r d a n d r u l e i n d i s c u s s i o n s o f
a c c o u n t i n g . H o w t h e y m i g h t b e i n c o r p o r a t e d w i t h i n a c c o u n t i n g w o u l d b e c o m e a
f u r t h e r i d e a r e c y c l e d o v e r t i m e i n t h e l i t e r a t u r e . t "
4 6 8 T h e s e a r e r e p r o d u c e d i n f u l l i n A A A ( 1 9 5 7 , p I 9 - 5 0 ) .
4 " 1 t ( p I 3 - 1 4 ) w a s a r g u e d , ' T h e a c c e p t a n c e b y a n y b u s i n e s s o r g a n i z a t i o n o f t h e c o n c e p t s a n d s t a n d a r d s
p r e s e n t e d h e r e s h o u l d b e v i e w e d n o t a s a s u b m i s s i o n t o a r b i t r a r y r u l e s a n d r e s t r a i n t s b u t a s p r o v i d i n g
a n o p p o r t u n i t y f o r i n t e r p r e t a t i o n a n d c o m p a r i s o n b y m e a n s o f t h e c o m m o n l a n g u a g e o f a c c o u n t i n g . '
4 ' 0 N e w c o m e r ( 1 9 4 8 , p 9 ) w r o t e , ' C o n s e q u e n t l y , t h e f o r m u l a t i o n o f a s t a t e m e n t o f p r i n c i p l e s i s n o t a n
a t t e m p t t o f o r m u l a t e r u l e s o r m e t h o d s o f p r o c e d u r e b u t a n a t t e m p t t o d e v e l o p a d o c t r i n e w h i c h w i l l a i d
i n e s t a b l i s h i n g s u c h r u l e s o r m e t h o d s . . . . T h e C o m m i t t e e h a s n o a u t h o r i t y b e y o n d t h a t o f l o g i c a n d n o
a i m b u t a c l e a r s t a t e m e n t o f i m p o r t a n t i d e a s f u n d a m e n t a l t o a c c o u n t i n g . T h e C o m m i t t e e f e e l s i t s
a p p r o a c h t o t h e p r o b l e m i s p r o p e r l y d e d u c t i v e , t h a t i s f r o m g e n e r a l t o p a r t i c u l a r . A n i n d u c t i v e , o r
c o n c e i v a b l y a n e m p i r i c a l , a p p r o a c h m a y b e p o s s i b l e o r e v e n f e a s i b l e b u t t h e C o m m i t t e e b e l i e v e s t h e
d e d u c t i v e m e t h o d m o r e d i r e c t a n d m o r e c o n d u c i v e t o t h e d e v e l o p m e n t o f a w e l l - d e f i n e d c o r e o f
p r i n c i p l e s a n d s t a n d a r d s . '
4 1 1 S e e Z e f f a n d K e l l e r ( 1 9 6 4 , p l O ) : ' C o m m u n i c a t i o n b e t w e e n t h e . . . s i d e s i s c o n f o u n d e d b y a
t e r m i n o l o g y t h a t h a s n e v e r b e e n s e t t l e d i n c l e a r a n d p r e c i s e t e r m s . M a n y a r t i c l e s i n t h e l i t e r a t u r e w o u l d
n e v e r h a v e n e e d e d w r i t i n g h a d e x a c t m e a n i n g s b e e n a g r e e d o n f o r s u c h t e r m s a s t h e o r y , c o n c e p t ,
p r i n c i p l e , p o s t u l a t e , a x i o m , p r o c e d u r e , r u l e , c o n v e n t i o n , s t a n d a r d , a n d p r a c t i c e - a n d t h e s e d e a l s o l e l y
w i t h m e t h o d o l o g y a n d n o t w i t h t h e s u b s t a n c e o f t h e b o d y o f a c c o u n t i n g k n o w l e d g e . '
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A S y m p o s i u m ( 1 9 4 9 , p 4 4 - 6 0 ) i n c l u d e d ' A G e n e r a l A p p r a i s a l ' ( M i l l e r , p 4 4 - 4 9 ) ,
' C o m m e n t s o n I t e m 5 u n d e r E x p e n s e ' ( p a t o n , p 4 9 - 5 3 ) a n d ' A C r i t i q u e a n d
C o m p a r i s o n w i t h t h e 1 9 4 1 S t a t e m e n t ' ( T a g g a r t , p 5 4 - 6 0 ) . T h e t h e m e w a s i n g e n e r a l
s u p p o r t i v e .
I n d i s c u s s i n g t h e e f f e c t s o f p r i c e l e v e l c h a n g e s o n t h e c a l c u l a t i o n o f i n c o m e ,
N i s w o n g e r ( 1 9 4 9 , p 2 7 ) r e f e r r e d t o t h e e m p h a s e s o n ' c o s t ' a n d o p p o s i t i o n t o w r i t e - u p s
i n 1 9 4 8 R e v i s i o n a n d 1 9 3 6 S t a t e m e n t . H e w a s s u p p o r t i v e o f t h e o p p o s i t i o n t o w r i t e -
U p S , 4 7 2 p r o v i d i n g i m p l i c i t l a t e n t s u p p o r t f o r M a y ' s ( 1 9 4 8 ) v i e w s .
O t h e r s l i k e B o r t h ( 1 9 4 9 , p 2 7 7 ) a n d M a s o n ( 1 9 5 0 , p 1 3 3 ) w e r e c l e a r l y s u p p o r t i v e o f
t h e R e v i s i o n . T h e f o r m e r a r g u e d t h a t e f f e c t s o f e c o n o m i c d e v e l o p m e n t s o v e r t h e p a s t
s e v e n y e a r s o n t h e p r i n c i p a l c o n c e p t s o f a c c o u n t i n g h a d b e e n i n c o r p o r a t e d . T h e l a t t e r
f o u n d t h e p r o p o s i t i o n s v a l i d a n d t h e R e v i s i o n a c o n t r i b u t i o n t o m o r e e f f e c t i v e
c o r p o r a t e f i n a n c i a l s t a t e m e n t s .
H o w e v e r , B e d f o r d ( 1 9 5 1 , p 5 2 8 ) w a r n e d n o t a l l i s s u e s h a d b e e n r e s o l v e d . H e
q u e s t i o n e d t h e l a c k o f a s p e c i f i c d e f i n i t i o n o f t h e n a t u r e o f i n c o m e . T h e g e n e r a l i z a t i o n
' T h e i n c o m e o f a n e n t e r p r i s e i s t h e i n c r e a s e i n i t s n e t a s s e t s ( a s s e t s l e s s l i a b i l i t i e s ) '
r e q u i r e d m o r e e l a b o r a t i o n . H e d i d d i s c u s s t h e d e f i n i t i o n o f a s s e t b u t n o t t h a t o f
l i a b i l i t y . H e ( P 5 3 0 ) d i d m e n t i o n r e v e n u e ' f r o m a d v a n t a g e o u s s e t t l e m e n t o f l i a b i l i t i e s ' .
V a n c e ( 1 9 4 4 , p 2 3 1 - 2 3 2 ) a r g u e d t h a t i f r i g i d s t a n d a r d s w e r e s e t , f u r t h e r p r o g r e s s
w o u l d b e d i s c o u r a g e d . A s e v i d e n c e o f s u c h a d a n g e r h e r e f e r r e d t o p r a c t i c e s f o u n d i n
t h e a d o p t i o n o f u n i f o r m s y s t e m s o f a c c o u n t s f o r u t i l i t i e s . W h i l e ( P 2 3 6 ) q u e s t i o n i n g
t h e a d e q u a c y o f c o n v e n t i o n a l a c c o u n t i n g p r o c e d u r e s , h e a r g u e d v i e w s a n d p r a c t i c e s o f
b u s i n e s s m e n r e q u i r e d m o r e r e c o g n i t i o n i n t h e a r e a o f a c c o u n t i n g t h e o r y . A s w e l l , h e
( 1 9 4 4 , p 2 3 7 ) q u e s t i o n e d t h e u s e o f f o o t n o t e s t o t h e a c c o u n t s a s t h e y m a d e
i n t e r p r e t a t i o n d i f f i c u l t , e s p e c i a l l y f o r p e r s o n s n o t s p e c i a l i s t s i n a c c o u n t i n g .
T h e r e p o r t i n g b y l a r g e j o i n t - s t o c k c o m p a n i e s w a s f o u n d b y C l a i r e ( 1 9 4 5 , p 3 9 ) 4 7 3 t o
r a n g e f r o m
• i n s t a n c e s w h e r e m a n a g e m e n t u s e d a l l a v a i l a b l e t a l e n t ( i n c l u d i n g t h e s k i l l s o f
p r o f e s s i o n a l d e s i g n e r s o f a n n u a l r e p o r t s ) t o m a k e s u r e t h e b e s t a n d m o s t
e f f e c t i v e o n e e v e r i s s u e d t o
• t h o s e c o n s i s t i n g a l m o s t e n t i r e l y o f f i n a n c i a l s t a t e m e n t s p r e p a r e d i n t h e
c u s t o m a r y a c c o u n t i n g s t y l e .
T h e l a t t e r u s e d a c c o u n t i n g t e r m i n o l o g y ( n o t u n d e r s t o o d e v e n b y s o m e i n t h e
a c c o u n t i n g p r o f e s s i o n ) , o f t e n p r e c e d e d b y a f e w p a t r o n i z i n g r e m a r k s b y t h e c o m p a n y
p r e s i d e n t t o e m p l o y e e s . A l t h o u g h b o d i e s l i k e N Y S E a n d S E C h a d t a k e n a g r e a t e r
i n t e r e s t i n t h e r e p o r t i n g b y c o r p o r a t i o n s , a r g u a b l y , m u c h o f t h a t i n t e r e s t t e n d e d t o b e
c o s m e t i c . C l a i r e ( 1 9 4 5 , p 4 0 ) a r g u e d t h a t a n n u a l r e p o r t i n g b e d e s i g n e d t o b e
4 7 2 N i s w o n g e r ( 1 9 4 9 , p 3 2 ) w r o t e , ' I t i s d o u b t f u l w h e t h e r s o m e o f t h e p r o p o s a l s w h i c h h a v e b e e n m a d e ,
p a r t i c u l a r l y t h o s e w i t h r e g a r d t o d e p r e c i a t i o n , w o u l d b e a c c e p t a b l e t o m a n a g e m e n t d u r i n g a p e r i o d o f
f a l l i n g p r i c e s . W e s h o u l d n o t l i g h t l y a b a n d o n p r i n c i p l e s w h i c h h a v e b e e n e v o l v e d a f t e r a l o n g p e r i o d o f
s t u d y , d i s c u s s i o n , a n d e x p e r i e n c e . U n t i l n e w c o n c e p t s a r e d e v e l o p e d w h i c h w i l l s a f e g u a r d t h e i n t e g r i t y
o f f i n a n c i a l r e p o r t i n g t h e p r e s e n t b o d y o f s t a n d a r d s s h o u l d b e a d h e r e d t o . '
4 7 3 T h i s a r t i c l e i s s o m e t i m e s c i t e d a s C l a i r e ( \ 9 7 9 ) .
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u n d e r s t o o d a n d r e a d n o t j u s t b y t h o s e s k i l l e d i n u n d e r s t a n d i n g t h e t e r m i n o l o g y o f
b u s i n e s s , f i n a n c e , a n d a c c o u n t i n g . T h e r e p o r t w a s f o r
• s t o c k h o l d e r s ,
• e m p l o y e e s ,
• t h e g e n e r a l p u b l i c , a n d
• f i n a n c i a l a n a l y s t s ,
s o m e o f w h o m w e r e n o t s o s k i l l e d . F i n a n c i a l s t a t e m e n t s w e r e d e s i g n e d t o p r o v i d e a
b a l a n c e i n d i s c l o s u r e t o a l l r e a d e r s , e v e n i f f i n a n c i a l a n a l y s t s r e q u i r e d a c c e s s t o o t h e r
s o u r c e s .
O t h e r s p o i n t e d o u t t h a t a r g u m e n t s f o r n e w f o r m s o f s t a t e m e n t s ( i n c l u d i n g o f f i n a n c i a l
c o n d i t i o n r a t h e r t h a n t h e c o n v e n t i o n a l b a l a n c e s h e e t ) w e r e n o t n e w . O n e s u g g e s t i o n
w a s t o u s e t h e n a r r a t i v e f o r m r a t h e r t h a n t h e b a l a n c e d f o r m . I t w a s a r g u e d t h a t t h e
f o r m e r v i o l a t e d t h e ' p r i n c i p l e ' t h a t s p e c i f i c l i a b i l i t i e s , o r c l a s s e s o f l i a b i l i t i e s , a s a r u l e
w e r e n o t c l a i m s a g a i n s t s p e c i f i c a s s e t s o r c l a s s e s o f a s s e t s , e s p e c i a l l y f o r a c o m p a n y
w i t h l o n g t e r m d e b t . A s w e l l , n e w f o r m s o f l i a b i l i t i e s m i g h t a r i s e w h i c h w e r e d i f f i c u l t
t o c l a s s i f y , e v e n o n a b a l a n c e d f o r m o f s t a t e m e n t . A d e f i n i t e l y m i s l e a d i n g v i e w m i g h t
r e s u l t ( K i n g , 1 9 4 8 , p 3 5 3 - 3 5 4 ) .
S o m e w o u l d q u e s t i o n t h e f u n c t i o n o f a c c o u n t i n g . B a i l e y ( 1 9 4 8 , p 1 1 ) a r g u e d t h a t
f u n c t i o n n o w r a n g e d f r o m s t e w a r d s h i p t o a c t u a l s t o c k h o l d e r s t o u s e f u l n e s s i n
d e c i s i o n s b y s t o c k h o l d e r s .
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H e a r g u e d b o t h a r e r e q u i r e d , a s w o u l d C h a m b e r s a
d e c a d e l a t e r i n h i s w o r k s a n t e c e d e n t t o C o C o A .
H o w e v e r , S t a n s ( 1 9 4 9 , p 5 ) d i f f e r e d , f i n d i n g t h e a d o p t i o n o f c o m p l e x n e w t o o l s
d e v e l o p e d t o m e a s u r e c o n c e p t s l i k e e c o n o m i c i n c o m e t o b e p r e m a t u r e . T o h i m
p r e r e q u i s i t e s w e r e t h e d e v e l o p m e n t a n d u s e o f
• a c o m p r e h e n s i v e c o d e o f A A P ,
• s t a n d a r d s o f d i s c l o s u r e ,
• b e t t e r t e r m i n o l o g y ,
• g r e a t e r u n i f o r m i t y , a n d
• l e s s l a t i t u d e i n p r e s e n t t e c h n i q u e s .
4 7 4 B a i l e y ( 1 9 4 8 , p i I , e m p h a s i s a d d e d ) , ' I f d e c i s i o n s a f f e c t i n g t h e f u t u r e m u s t b e t a k e n i n l i g h t o f t h e
p a s t , t h e i n c o m e s t a t e m e n t m u s t b e u s e f u l f o r t h e f u t u r e o r e l s e w e a c c o u n t a n t s a r e g o i n g t h r o u g h a l o t
o f w o r k t h a t h a s n o v a l u e e x c e p t a s m e n t a l g y m n a s t i c s .
' L e t u s d e v e l o p t h i s p o i n t o f u s e f u l n e s s f o r j u d g i n g t h e f u t u r e , b e c a u s e i t i s o n e p o i n t o n w h i c h
a c c o u n t a n t s h a v e n o t a l w a y s a g r e e d . T h i s d i s a g r e e m e n t h a s b e e n s h o w n b y t h e c o n t r o v e r s y w h i c h h a s
b e e n g o i n g o n a b o u t t h e " p r o s p e c t u s " t y p e o f i n c o m e s t a t e m e n t v e r s u s t h e " h i s t o r i c a l " t y p e ; a l s o b y t h e
d i s c u s s i o n g o i n g o n a b o u t t h e a l l - i n c l u s i v e i n c o m e s t a t e m e n t c o m p a r e d w i t h t h e t y p e o f s t a t e m e n t
w h i c h e x c l u d e s c e r t a i n i t e m s w h i c h a r e b e l i e v e d t o d i s t o r t . T h e d i s a g r e e m e n t i s b a c k o f t h e p r o p o s i t i o n
t h a t i n c o m e s t a t e m e n t s a r e i n t e n d e d t o b e a r e p o r t o f s t e w a r d s h i p . O f c o u r s e t h e i n c o m e s t a t e m e n t
m u s t b e h i s t o r i c a l ! I t c a n d e a l o n l y w i t h t h i n g s t h a t h a v e h a p p e n e d . I t c a n n o t i n i t s e l f f o r e c a s t t h e
f u t u r e . B u t t h e p r e s e n t a t i o n o f h i s t o r i c a l c o r p o r a t e i n c o m e , i t s e e m s t o m e , m u s t m e e t t h e s a m e t e s t s ,
w h e t h e r i t i s a r e p o r t o f s t e w a r d s h i p t o a c t u a l s t o c k h o l d e r s , o r a r e p o r t t o p r o s p e c t i v e i n v e s t o r s . '
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Taggart (1949, p60) warned that general acceptance by management, the court,
legislators and the general public was required if 'the perfect concepts and standards
and the highest sense of social and moral accountability' were to be achieved.i"
While various tensions continued in accounting debate generally during this period,
they also continued for issues of 'liability'.
5.2.3 Reporting of liabilities
Classifications found in the UK 1948 Companies Act included liabilities, provisions,
revenue reserves, and capital reserves. Tensions followed on definitions and
distinctions among terms (Edey, 1979, p228). In practice, little dissatisfaction was
found (Hein, 1978, p234; Nobes & Parker, 1979, p200).
In USA, Dohr (1941, p203-204) used the term 'reserve' to illustrate difficulties faced
by the lay ~erson regarding accounting terminology. One of the five uses was one for
a liability. 76 Wellington (1947, pl02) pointed out reserves were used to smooth
reported earnings. Wertz (1941, p3l9) too questioned the terminology, pointing out
that' liability' had a customary meaning of being a debt or obligation due and payable
at some determinable future date. However, in financial statements it was used to
describe all items on the non-asset side of the balance-sheet.477
In seeking definitions expressed in simple and popular language, Kelley (1941) used
as an illustration one of a liability - bonds. May (1942) responded (and also
commented on Whitney (1941) met earlier). May conceded that at first CAT too had
sought such definitions. However, this task was extremely difficult, as simplicity was
obtainable only at a sacrifice of accuracy. May found Kelley's definition of liability
simple, but inadequate to deal with items such as:
• advance royalties received for which no obligation to repay existed under any
circumstances,
• reserves for possible losses on commitments,
• reserves for possible liabilities for alleged patent infringements,
• existing obligations to pay rents or interest in the future, and
47S In a manner implicitly at odds with May's ideas, Taggart (p60) continued, 'Accountants cannot
survive by wrapping the role of righteousness around themselves and retiring to the contemplati
on of
the beauties of truth. Achieving acceptance of adequate accounting concepts and standards by
those
outside the profession is part of the accountant's job, too.'
476 Dohr explained, 'The term "reserve" is used to indicate (I) a certain type of asset (as in banking), (2)
a deduction from an asset to bring it to an appropriate valuation, (3) a liability, (4) an item falling in the
area between liabilities and proprietary capital, and (5) a sub-division of proprietary capital.'
477 Wertz continued, '1 doubt whether it contributes to understanding to characterize surplus
, and
particularly earned surplus, as a liability. If we have as our objective the presentation of the clearest
financial statements we can devise, there seems little to recommend a more or less arbitrary defin
ition
of terms we want to use. If the practice of accountancy were a science only of direct concern to
those
initiated into its mysteries, little objection could be raised to such definitions. However, the widespread
use of accounting reports demands that any reconsideration of terminology will result in m
aking
accounting statements perfectly transparent to all readers. We can, however, do something to r
ender
them less opaque by using terminology less ambiguous to the reader.'
160
• many other items.
The alternative adopted by CAT was to define liabilities in relation to accounting
rules and principles as set out by CAP - the technical definition - which certainly
caused tensions in application.v"
May's (P36) use ofKelley's citation of the controversial case of the treatment of bond
discount (recall 3.2.3) shows how the debates were in principle unresolvable. Kelley
acknowledged it was commonly carried as an asset (in accordance with the
committee's definition of asset) but that it was not an asset in other definitions. May
(P36) concluded, 'On the other hand [Kelley's] definition of liability bars the
treatment of the item on that side of the balance-sheet .... It must be treated
somewhere.' The AAA Revision proposed its inclusion in the valuation of the related
liability, but May was not in favour of that treatment - a debate unresolvable under
conventional accounting.
In AAA 1941 Revision, the term 'liability' is used in several places, primarily in
connection with the determination and treatment of any gain or loss on the discharge
of the liability (p53-54, Paragraphs 5 & 6; p56, Paragraph 3). Some discussion of the
determination of the cost of a liability is included and the method of presentation is
briefly stated. The 'bond discount' debate would in part be resolved by fiat.
479
The terms 'indebtedness' and 'obligation' are used (p54) as synonyms for 'liability'.
When discussing the gain or loss arising on the discharge of a liability, reference is
made (P56) to 'interest on borrowed money, adjusted for debt discount and premium.'
The relationship of these terms to liability is not made explicit. As in the 1936
Statement, reference (P56) is made to 'earned surplus reserved for contingencies', it
being stated that this remains a part of capital. The term 'creditor' is used as well. One
usage (P54) is in the sense of a party which supplies cash, thus constituting a liability.
Other usages refer to creditors with 'interests' (p52) or with 'rights' (P53). No
discussion of explicit interrelationships among usages is provided.
The Revision added little towards a definition of 'liabilities'. The emphasis remained
on an income determination process which was input-oriented with a matching of
realized revenue and costs. Attention was directed towards the identification of those
elements. Those included in a balance sheet - including liability - received relatively
scant attention. This would be in part redressed by the next revision.
The term 'liability' is used throughout the AAA 1948 Revision. It is used in the
definition of income (P14) - the increase in the net assets (assets less liabilities) of an
478 Bailey (1948) discussed various ARBs with a liability bent, including N023 (1945) re Income Taxes
(p13), N026 (1946) re Use of Special War Reserves (pI5), No28 (1947) re Contingency Reserves (pI6)
and No31 (I 947b) re Inventory Reserves (pI8). As well, ARB No30 discussed items to be classified as
'current liabilities'.
479 AAA (1957, p54), 'On a balance sheet the unaccrued portion of such interest should preferably
appear as an offset to the maturity amount of the indebtedness. Conversely, the excess of the c
ash or
cash equivalent supplied by the creditor over the maturity amount represents a liability payable
from
period to period as a part of nominal interest payments; on a balance sheet any unpaid portion o
f such
liability should appear as an addition to the maturity amount of the indebtedness.'
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e n t e r p r i s e . A s i s t o b e e x p e c t e d , t h e t e r m i s a l s o u s e d i n t h e e x p l a n a t i o n s o f r e v e n u e
a n d e x p e n s e ( P I S ) . A d e f i n i t i o n o f ' l i a b i l i t y ' i s g i v e n ( p 1 6 ) ; i t i s o n e c l a s s o f
' e q u i t i e s ' . E q u i t i e s a r e r e c o g n i s e d i n t e r m s o f a s s e t s o r s e r v i c e s r e c e i v e d o r
o b l i g a t i o n s i n c u r r e d . T h e c o n n e c t i o n b e t w e e n ' o b l i g a t i o n ' a n d ' l i a b i l i t y ' i s n o t
e x p l i c i t l y s t a t e d , i t r e m a i n i n g u n c l e a r w h e t h e r t h e t e r m s a r e s y n o n y m s o r i f o n e i s a
s u b d i v i s i o n o f t h e o t h e r .
T h e d i s c u s s i o n o f l i a b i l i t i e s ( p 1 6 ) b e g i n s w i t h t h e p r o p o s e d d e f i n i t i o n ,
L i a b i l i t i e s a r e c l a i m s o f c r e d i t o r s a g a i n s t t h e e n t e r p r i s e , a r i s i n g f r o m p a s t
a c t i v i t i e s , t h a t a r e t o b e s a t i s f i e d b y t h e d i s b u r s e m e n t o r u t i l i z a t i o n o f
c o r p o r a t e r e s o u r c e s .
T h e d i s c u s s i o n c o n t i n u e s w i t h t h e m e a s u r e m e n t o f l i a b i l i t i e s ,
T h e y a r e m e a s u r e d b y c a s h r e c e i v e d , b y t h e e s t a b l i s h e d p r i c e o f n o n c a s h
a s s e t s o r s e r v i c e s r e c e i v e d , o r b y e s t i m a t e s o f a d e f i n i t i v e c h a r a c t e r w h e n t h e
a m o u n t o w i n g c a n n o t b e m e a s u r e d m o r e p r e c i s e l y .
N o e l a b o r a t i o n o f w h a t c o n s t i t u t e s a n ' e s t i m a t e o f a d e f i n i t i v e c h a r a c t e r ' i s
p r o v i d e d .
4 8 o
H o w e v e r , a c l e a r d i s t i n c t i o n i s e n v i s a g e d b e t w e e n t h e
d e f i n i t i o n / r e c o g n i t i o n a n d t h e m e a s u r e m e n t o f l i a b i l i t i e s . T h i s i s r e i n f o r c e d b y t h e
c l a i m t h a t a l i a b i l i t y m a y e x i s t e v e n t h o u g h i t c a r m o t b e m e a s u r e d i n m o n e t a r y t e r m s ,
o n l y e s t i m a t e d . t ' " T h e r e m a i n d e r o f t h e d i s c u s s i o n o f l i a b i l i t i e s i s d e v o t e d t o t h e
t r e a t m e n t o f a n y d i f f e r e n c e ( p r e m i u m o r d i s c o u n t ) i n d e t e r m i n i n g t h e a m o u n t o f t h e
r e l a t e d l i a b i l i t y .
T h e t e r m ' l i a b i l i t y ' i s f o u n d i n F i n a n c i a l S t a t e m e n t s ( p 1 7 - l 8 , S t a n d a r d s 3 , S a n d 1 4 ) .
T h e p r e s e n t a t i o n o f l i a b i l i t i e s o n t h e b a l a n c e s h e e t i s d i s c u s s e d , S t a n d a r d 1 4 d e a l i n g
w i t h ' r e s e r v e s ' a n d r a i s e s t h e p r o b l e m o f t h e c o n n e c t i o n , i f a n y , a m o n g ' r e s e r v e ' ,
' l i a b i l i t y v a l u a t i o n a c c o u n t ' a n d ' l i a b i l i t y , . 4 8 2
I n o r d e r t o r e m o v e c o n f u s i o n a s s o c i a t e d w i t h t h e u s e o f t h e t e r m ' r e s e r v e ' i n t h e
p u b l i s h e d r e p o r t s o f c o r p o r a t i o n s , i t w a s c o n c l u d e d ( p 1 9 )
1 . T h e t e r m " r e s e r v e " s h o u l d n o t b e e m p l o y e d i n p u b l i s h e d f i n a n c i a l
s t a t e m e n t s o f b u s i n e s s c o r p o r a t i o n s .
4 8 0 I n t h e s e c t i o n e n t i t l e d ' B a l a n c e S h e e t C l a s s i f i c a t i o n ' ( p 2 0 - 2 1 ) , o n e p a r a g r a p h i n c l u d e s , ' S o m e
l i a b i l i t i e s a r e s u b j e c t t o s u b s t a n t i a l u n c e r t a i n t y a s t o a m o u n t . S u c h l i a b i l i t i e s s h o u l d b e c l a s s i f i e d w i t h
t h e o t h e r c u r r e n t o r n o n - c u r r e n t o b l i g a t i o n s o f t h e e n t e r p r i s e a n d c a p t i o n e d o r f o o t n o t e d t o i n d i c a t e t h a t
t h e a m o u n t i s e s t i m a t e d ; i f f e a s i b l e , d i s c l o s u r e s h o u l d b e m a d e o f t h e e x t e n t o f p o s s i b l e v a r i a t i o n . '
4 8 1 T h e p a r a g r a p h c o n t i n u e s , ' T h e r e a d e r o f a b a l a n c e s h e e t h a s a r i g h t t o e x p e c t t h a t t h e l i a b i l i t i e s
s e c t i o n d i s c l o s e s a l l c r e d i t o r c l a i m s w h i c h , i n t h e j u d g m e n t o f t h e m a n a g e m e n t , b a s e d o n r e a s o n a b l y
o b j e c t i v e e v i d e n c e , a r e a n e s t a b l i s h e d b u r d e n o n t h e r e s o u r c e s o f t h e e n t e r p r i s e . . . H o w e v e r ,
i m p r o b a b l e a n d c o n j e c t u r a l c l a i m s , t h e e x i s t e n c e o r v a l i d i t y o f w h i c h i s c o n t i n g e n t , p r e f e r a b l y a r e
r e v e a l e d b y f o o t n o t e . I f d i s p l a y e d o n t h e b a l a n c e s h e e t , s u c h a p p r o p r i a t i o n s s h o u l d b e c l a s s i f i e d w i t h
r e t a i n e d i n c o m e . '
4 8 2 T o e x a m i n e t h i s f u l l y , r e s o r t i s n e c e s s a r y t o S u p p l e m e n t a r y S t a t e m e n t N o . I ( A A A , 1 9 5 7 , p I 9 - 2 2 )
e n t i t l e d ' R e s e r v e s a n d R e t a i n e d I n c o m e ' .
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This would entail the reorganisation of the balance sheet and related elements, as it
was concluded,
2. The "reserve section" in corporate balance sheets should be eliminated and
its elements exhibited as deduction-firom-asset, or liability, or retained income
amounts.
This would require 'liability' to be clearly defined.
Illustrations are provided of items which are/are not liabilities.
483 The use of in-
principle type notions like 'such time as it becomes appropriate' arguably required
guidelines. The connection between 'obligations' and 'liabilities' remains in need of
an explicit statement.t'"
Supplementary Statement No. 3, 'Current Assets and Current Liabilities' (P30),
endorses the conclusions of ARB 30 of the CAP. Included therein are definitions of
'current liabilities' and 'working capital'. Supplementary Statement No 4,
'Accounting Principles and Taxable Income' (p31-34), mentions 'liabilities' in (P33)
'the denial of deductions for accruals for known liabilities of indefinite amount.' This
has at best only indirect issues for financial statement purposes.
Supplementary Statement No. 7, 'Consolidated Financial Statements' (P42-45) and
Supplementary Statement No. 8, 'Standards of Disclosure for Published Financial
Reports' (p46-50) do not include 'liability'. Both however refer to 'equities' (p42 and
p48 respectively). In addition, No.7 refers to 'funded debt' and 'bonds and other long-
term debt' (p42 and p44 respectively), while No.8 refers to 'short- and long-term
creditors' (P47). The reader is required to reconcile these terms at an application level
with the definition of' liability' at a higher level.
No.8 also illustrates an as-a-problem-arises approach in discussing the treatment of
selected items, concluding (p46) 'information concerning transactions such as stock
option, pension plan, and long-term lease agreements, the results of which have not
been reflected in the accounts as of the statement date, should be disclosed if
significant.' Instead of arguing that a particular item is a 'liability' (as defined) and
therefore is to be included in the financial statements, the argument resorts to the
notion of 'disclose if significant'.
The 1948 Revision and its associated Supplementary Statements reveal advancement
in the search for a definition of 'liabilities'. However, the use of potentially vague
notions and phrases as well as the lack of coherence among terms like 'liability',
483 AAA (1957, p20-21), 'Deposits, advances, and prepayments by customers (sometimes classified as
"deferred revenues") are liabilities until such time as it becomes appropriate to recognize them as
revenue; it follows that they should be displayed in the liabilities section of the balance sheet.
Items
sometimes classified as deferred revenues, such as unrealized gross profit on instalment sales, ar
e not
liabilities. When the obligations of the concern have been performed, and related costs are capab
le of
reasonably objective measurement, revenue should not be deferred on published financial statements
even though deferral is permissible for income tax purposes.'
484 That 'obligation' is a broader term might be inferred from discussion in the next se
ction
'Appropriations of Retained Income' (p21) of the 'obligation' of management 'to inform the users of
published statements as to the objectives to be accomplished through the reinvestment of earnings.'
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' o b l i g a t i o n ' , ' c l a i m ' a n d ' d e b t ' l e d t o u n r e s o l v e d i s s u e s o f i n t e r - r e l a t i o n s h i p s . T h e
s t a t e m e n t ( P 2 0 ) , ' I n a c c o u n t i n g a s e l s e w h e r e t r a d i t i o n a l t e r m i n o l o g y i s n o t
i m m u t a b l e ' h a d p e r h a p s u n f o r e s e e n c o n s e q u e n c e s f o r t h e C o m m i t t e e . N e w f i n a n c i a l
i n s t r u m e n t s w e r e a l s o a p p e a r i n g w h i c h s e e m e d t o r e q u i r e t h e s e h y b r i d s t o b e
c l a s s i f i e d s e p a r a t e l y b e t w e e n t h e t r a d i t i o n a l " l i a b i l i t y " a n d " c a p i t a l s t o c k a n d s u r p l u s "
c a p t i o n s ( W i x o n , 1 9 4 5 , p 1 4 3 ) .
D u r i n g t h i s p e r i o d , d e b a t e o n b o n d s a n d r e s e r v e s / c o n t i n g e n c i e s a l s o c o n t i n u e d o u t s i d e
t h e c o n t e x t o f t h e A A A R e v i s i o n s , i n c l u d i n g t h a t o n
• t h e t r e a t m e n t o f p r e m i u m s o n s c h e d u l e d r e t i r e m e n t o f b o n d s ( C a s t e n h o l z ,
1 9 4 3 , p 7 2 ; A c c o u n t i n g Q u e s t i o n s , 1 9 4 6 ) ,
• w h a t t o i n c l u d e i n t h e a m o u n t o f ' d i s c o u n t ' ( C a s t e n h o l z , 1 9 4 3 , p 7 1 - 7 2 ) , a n d
• w h e t h e r t h e d i s c o u n t ( o r a m o u n t a m o r t i s e d ) m i g h t b e i n c l u d e d i n c o s t o f a n
a s s e t ( A c c o u n t i n g Q u e s t i o n s , 1 9 4 4 , p 6 7 ) .
A s u m m a r y o f t h e v a g u e p o s i t i o n o f A A P i n t h i s a r e a i s p r o v i d e d b y S t e m p f s a n a l y s i s
( 1 9 4 2 , p 6 8 ) o f t h e r e c o m m e n d a t i o n s i n t h e A A A s t a t e m e n t a n d A R B s . O t h e r s
c o m m e n t e d o n t h e s o m e t i m e s s t r a n g e a p p l i c a t i o n s f o u n d h e r e i n p u b l i s h e d f i n a n c i a l
r e p o r t s ( C l e n d e n i n , 1 9 4 1 ) .
R e g a r d i n g c o n t i n g e n c i e s , t e n s i o n s c o n t i n u e d f r o m t h e i n p u t o r i e n t a t i o n o f t h e p r o f i t
c a l c u l a t i o n . S t e m p f ( 1 9 4 1 , p 1 1 2 ) a r g u e d c o n s e r v a t i s m a n d f o r e s i g h t , b o t h a p p l i e d i n
b u s i n e s s j u d g m e n t , d e m a n d e d r e a s o n a b l e p r o v i s i o n f o r f u t u r e c o s t S .
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H o w e v e r ,
w h e r e t o c l a s s i f y t h e r e l a t e d c r e d i t s a n d t h e c a l c u l a t i o n o f t h e m o n e t a r y a m o u n t
r e p o r t e d l e d t o d e b a t e ( G a l a n i s , 1 9 4 7 , p 3 7 3 ; S t a n s , 1 9 4 8 , p I 9 0 _ 1 9 1 ) . 4 8 6
I t e m s s h o w n i n f i n a n c i a l s t a t e m e n t s w e r e q u e r i e d ( C r a n s t o u n , 1 9 4 2 , p 8 5 ; I 9 4 2 a ,
p 3 6 0 - 3 6 1 ; B l a c k i e , 1 9 4 7 , p I 9 8 ) . V a r i a t i o n s i n t r e a t m e n t ( B r i n k , 1 9 4 6 , p 5 2 4 - 5 2 5 ) a n d
i n t e r m i n o l o g y ( B l o u g h , 1 9 4 7 , p 4 2 2 ; I 9 4 7 a , p 6 3 ; I 9 4 7 b , p 1 4 7 ; I 9 4 7 c , p 5 0 0 )
i m p l i c i t l y s u g g e s t e d a d e f i n i t i o n o f l i a b i l i t y i s r e q u i r e d t o b e a b l e t o c l a s s i f y t h e
r e s e r v e s .
W e l l i n g t o n ( 1 9 4 7 , p 1 0 2 ) p r o v i d e d b a c k g r o u n d i n f o r m a t i o n o n A R B N o 2 8 ( 1 9 4 7 ) . 4 8 7
I t w a s a b r i e f d o c u m e n t a s i t w a s f r a u g h t w i t h d i f f i c u l t i e s . i ' " ' S e p a r a t e p r o b l e m s '
( p 1 1 3 ) i n c l u d e d
4 8 5 T h e s e m i g h t b e f o r p l a n n e d m a i n t e n a n c e o r s e l f - i n s u r a n c e . S t e m p f u s e d t h e A A A 1 9 4 1 R e v i s i o n f o r
a c o n t e x t a n d r e s t a t e d h i s a r g u m e n t i n a l a t e r p a p e r ( S t e m p f , 1 9 4 2 , p 6 9 - 7 1 ) .
4 8 6 G a l a n i s , ( 1 9 4 7 , p 3 7 3 ) , ' B e c a u s e b a l a n c e - s h e e t r e s e r v e s a r e s e t u p i n c o n n e c t i o n w i t h a m u l t i t u d e o f
i t e m s s u c h a s p o s s i b l e i n v e n t o r y d e c l i n e s , t a x e s , d e f e r r e d m a i n t e n a n c e a n d r e p a i r s , p e n s i o n f u n d s , e t c . ,
i t w o u l d b e w e l l f o r a l l s u c h r e s e r v e s t o b e d e t a i l e d a n d i d e n t i f i e d i n b a l a n c e - s h e e t p r e s e n t a t i o n s . T h i s
w o u l d e n a b l e t h e a n a l y s t t o f i g u r e o u t w h e t h e r r e s e r v e s s e t u p r e p r e s e n t r e a s o n a b l e e s t i m a t e s t h a t m a y
b e d r a w n o n l a t e r , o r a r e m e r e l y a r b i t r a r y s e g r e g a t i o n s o f s u r p l u s a i m e d a t r e d u c i n g r e p o r t e d e a r n i n g s
a n d , i n t u r n , s e r v e a s a p r o p t o h o l d d o w n d i v i d e n d d i s b u r s e m e n t s o r f o r o t h e r p u r p o s e s . ' T h e r e w a s n o
d i s c u s s i o n o f t h e u n d e r l y i n g r e a s o n i n g f o r p r e s e n t a t i o n .
4 8 7 O n e s c h o o l o f t h o u g h t a r g u e d t h a t a n y p r o b l e m s r e s u l t i n g f r o m a d i s t o r t i o n w e r e o v e r c o m e b y
' a d e q u a t e d i s c l o s u r e ' o f e n t r i e s a f f e c t i n g r e s e r v e a c c o u n t s . H o w e v e r , W e l l i n g t o n ( p I 0 2 ) c l a i m e d t h e r e
t o b e ' a g r o w i n g o p i n i o n t h a t d i s c l o s u r e i t s e l f i s n o t s u f f i c i e n t i f t h e r e s u l t o f t h e r e s e r v e e n t r i e s i s t o
s e r i o u s l y d i s t o r t i n c o m e . ' H e p r e f e r r e d f i n a n c i a l s t a t e m e n t s u n d e r s t o o d b y t h e a v e r a g e r e a d e r r a t h e r
t h a n t h e y b e i n g t e c h n i c a l d o c u m e n t s w i t h ' c o m p l e t e d i s c l o s u r e . '
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• r e s e r v e s a r i s i n g o u t o f W W 1 1 ( A R B N o B a n d N 0 2 6 ) ,
• t h o s e s p e c i f i c a l l y c o v e r e d i n A R B N 0 2 S ,
• t h o s e f o r f u t u r e c o n s i d e r a t i o n ( l i k e i n v e n t o r y r e s e r v e s , r e s e r v e s f o r s p e c i f i c b u t
u n d i s c l o s e d c o n t i n g e n c i e s ) , a n d
• t h e g e n e r a l u s e o f t h e t e r m ' r e s e r v e ' .
T h e p r o f i t d e t e r m i n a t i o n e m p h a s i s m e a n t t h e d e b a t e w a s u n r e s o l v a b l e . T h e c o m m i t t e e
d i d s t r o n g l y a r g u e a g a i n s t a n y u s e o f g e n e r a l p u r p o s e c o n t i n g e n c y r e s e r v e s t o s m o o t h
p e r i o d i c i n c o m e ' b y m e r e w h i m ' . H o w e v e r , a n E d i t o r i a l ( 1 9 4 7 b , p 1 S 3 ) a d d e d t o t h e
c o n f u s i o n s u r r o u n d i n g c o n t i n g e n c i e s b y s u g g e s t i n g t h a t o n e ' u s e f u l p u r p o s e ' o f
s u r p l u s w a s a s ' a r e s e r v e f o r c o n t i n g e n c i e s a n d b a d t i m e s ' , a d d i n g t h a t i f s u r p l u s w a s
n o t r e t a i n e d f o r s u c h a p u r p o s e , ' a n e n t i r e e n t e r p r i s e m i g h t b e j e o p a r d i z e d , e s p e c i a l l y
i n a l l b u t v e r y p r o s p e r o u s t i m e s , a n d t h a t w o u l d a d v e r s e l y a f f e c t j o b o p p o r t u n i t i e s . '
T a k e n l i t e r a l l y , t h e a r g u m e n t m e a n t a l m o s t a l l o f t h e w r i t i n g s o n r e s e r v e s f o r
c o n t i n g e n c i e s w e r e w a s t e s o f r e s o u r c e s , a s n o n e e d e x i s t e d f o r s e p a r a t e a c c o u n t s .
T h e r e p o r t i n g o f l e a s e s ( A R B N 0 3 S , 1 9 4 9 ) l e d t o a n a p p l i c a t i o n o f r e c i p r o c i t y i n t h e
t r e a t m e n t o f t h e a s s e t i n e n t i t y A a n d t h e l i a b i l i t y i n e n t i t y B ( S p r a g u e , C h a f g t e r 3 ) .
I s s u e s d e a l i n g w i t h a s s e t s a n d t h e r e l a t e d ' o f f - b a l a n c e s h e e t ' l i a b i l i t i e s
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c o n s i d e r e d ( A R B N 0 4 3 , 1 9 5 3 , p a r a 3 a n d 5 ) . T h e a b i l i t y o f c o n v e n t i o n a l a c c o u n t i n g t o
d e a l w i t h t h e i s s u e s w a s q u e s t i o n e d .
T h e i s s u e w o u l d b e r e c y c l e d i n r e s e a r c h ( M y e r s , 1 9 6 2 ) s p o n s o r e d b y t h e p r a c t i t i o n e r
w i n g o f t h e p r o f e s s i o n . t ' " P r o b l e m s f a c e d i n l e s s e e s ' f i n a n c i a l s t a t e m e n t s l ' " a n d i n
t h o s e o f l e s s o r s
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w e r e a n a l y s e d a n d d i s c u s s e d . M u c h e m p h a s i s w a s p l a c e d o n t h e
c o n t r a c t a n d i t s a g r e e d p r e m i s e s , b u t l i t t l e r e s u l t e d c o n c e p t u a l l y o n d e f i n i t i o n .
4 8 8 A R B N 0 2 8 ( 1 9 4 7 , p H 3 ) , ' A c c o u n t i n g f o r r e s e r v e s a n d t h e i r p r e s e n t a t i o n i n f i n a n c i a l s t a t e m e n t s
i n v o l v e s p r o b l e m s t h a t a r e b o t h n u m e r o u s a n d c o m p l e x . S i n c e c o m p l e t e s o l u t i o n o f a l l t h e r e l e v a n t
p r o b l e m s h a s n o t b e e n c o n s i d e r e d p o s s i b l e a t a n e a r l y d a t e , t h e c o m m i t t e e h a s d e e m e d i t w i s e t o
s e p a r a t e t h e p r o b l e m s f o r i n d i v i d u a l t r e a t m e n t . '
4 8 9 A g a i n t h e s e a r e m a d e t o p i c a l b y t h e E n r o n c a s e ( T h e E c o n o m i s t , 2 0 0 6 c , p 5 7 ) .
4 9 0 W i t h t h e w a r n i n g a n y d i s c u s s i o n d i d n o t r e p r e s e n t t h e i r o f f i c i a l p o s i t i o n .
4 9 1 M y e r s ( \ 9 6 2 , P l ) , ' O f s p e c i a l i n t e r e s t a r e t h o s e c a s e s i n w h i c h t h e l e a s e h a s b e e n u s e d p r i m a r i l y a s a
f i n a n c i n g d e v i c e , P r o b a b l y o n e m a j o r r e a s o n f o r t h e g r o w t h o f t h i s u s e i s t h a t t h e l e s s e e h a s f e l t i t w i s e
t o t a k e a d v a n t a g e o f t h e t r a d i t i o n a l a c c o u n t i n g t r e a t m e n t o f a l e a s e u n d e r w h i c h r e n t a l p a y m e n t s a r e
r e c o g n i z e d o n l y a t t h e s c h e d u l e d p a y m e n t d a t e o r b y a c c r u a l b e t w e e n d a t e s . B y n o t s h o w i n g t h e
l i a b i l i t i e s o n h i s b a l a n c e s h e e t , t h e l e s s e e h a s c o n f o r m e d t o a s u p p o s e d s t a n d a r d o f f i n a n c i a l c i r c l e s -
t h e l o w e r t h e l i a b i l i t i e s o n t h e b a l a n c e s h e e t , t h e h i g h e r t h e q u a l i t y o f t h e c o m p a n y . '
4 9 2 M y e r s ( 1 9 6 2 , p 6 3 ) , ' A s i s t h e C a s e w i t h a c c o u n t i n g f o r l e s s e e s , t h e l e s s o r s e e m s t o h a v e b u t t w o
b a s i c m e t h o d s o f a c c o u n t i n g f o r l e a s e d a s s e t s . T h e " r e n t a l " m e t h o d r e c o r d s e a c h r e c e i p t a s r e n t o n t h e
u s e o f a n i t e m c a r r i e d a s a f i x e d a s s e t . T h e f i x e d a s s e t i s d e p r e c i a t e d i n t h e n o r m a l m a n n e r .
D e p r e c i a t i o n a s a c o s t i s m a t c h e d a g a i n s t t h e r e n t a l r e v e n u e .
' T h e s e c o n d m e t h o d i s t h e " f i n a n c e " m e t h o d . O n t h e d a t e t h e l e a s e b e c o m e s e f f e c t i v e a r e c e i v a b l e i s
s e t u p , a n d t h e f i x e d a s s e t i s r e d u c e d . T h e d i f f e r e n c e i s r e v e n u e . P r o b l e m s i n t h e " f i n a n c e ' m e t h o d a r i s e
a s t o t h e s i z e o f t h e r e c e i v a b l e t o s e t u p , t h e a m o u n t o f r e d u c t i o n i n t h e f i x e d a s s e t a c c o u n t , a n d t h e
t i m i n g o f t h e r e c o g n i t i o n o f r e v e n u e . T w o p r o b l e m s w h i c h a r i s e w i t h t h e " r e n t a l " m e t h o d a r e ( a ) t h e
s e p a r a t e c l a s s i f i c a t i o n o f a s s e t s o u t o n l e a s e o r a v a i l a b l e f o r l e a s e a n d o t h e r a s s e t s a n d ( b ) s e p a r a t i o n o f
r e n t a l r e v e n u e , a n d a c c o m p a n y i n g e x p e n s e s , f r o m s a l e s r e v e n u e a n d t h e c o s t o f g o o d s s o l d . '
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5.3 Australian experiences and Chambers' early writings
A review of the history of accounting in Australia reveals that, being colonized by
UK, Australia's early economic and business activity was naturally closely
intertwined with UK economic and business activity (Gibson, 1971; Zeff, 1973). Thus
the influences on accounting traced in earlier Chapters may be applied here.
Accounting drew on the legal system for rule making and the Australian legal system
was based on that of the UK. For example the 1862 Companies Act had been adopted
by the Australian coloniesl'" and the 1936 NSW Companies Act was based on the
1929 UK Companies Act (Gibson, 1971, p67-73; Evans, 1974, p 62; Walker, 1978,
pl07). Australian trade was mainly with the UK and many subsidiaries of UK
companies operated in Australia, who naturally followed the reporting practices of
their parent companies. The UK taxation system with its emphasis on the distinction
between capital and income also influenced accounting practices.
A predominant accounting professional body, the Institute of Chartered Accountants
in Australia (ICAA) had grown out of the ICAEW, being established in 1928. ICAA
(1946) published its 'Recommendations' based on similar ones by the ICAEW.
494 As
Evans (1974, p64) comments, ICAA (P3) acknowledged reliance on the UK
Recommendations (Zeff, 1973, p3-4; Parker, 1982, p427). As well, other bodies were
formed (Poullaos, 1993).
Until the end of the 1940s accounting in Australia was very similar to that in the UK
- an historical record of a particular stewardsbip.?" However, the profession in
Australia took initiatives of its own at the Australian Congress on Accounting (1949)
under the theme 'A Revaluation of Accounting'. While Australia had not yet
experienced a major fraud (like RMSP or McKesson & Robbins in UK and USA
respectively), a point made by Fitzgerald (1949, p18), Birkett and Walker (1971, p
98) noted:
A number ofaccountants recognised that there was confusion both
within and without the profession as to the standards which were to
govern practice, and that it was incumbent upon the accounting
profession to take steps to resolve the confusion.
493 Parker (\ 982, p426), 'Australian company law was originally a fairly faithful copy of the British
Acts of the 1850s and 1860s. It was not until the late 1890s that there was a serious divergence.
The
Victorian Companies Act of 1896, passed in the wake of the collapse of the land boom and the f
all of
"Marvellous Melbourne", was the first within the British Empire to regulate the financial report
ing of
trading companies .... It was not popular with most businessmen, lawyers and accountants.'
494 It has been suggested that early recommendations of the ICAA (and ICAEW) were rather scarce
because the bodies believed their role should be mainly confined to the administration of the In
stitute
affairs (Zeff, 1973, p4).
495 As evidenced by ICAEW Recommendation (N .15) (\ 952), ' ... the primary purpose of the annual
accounts of a business is to present information to the proprietors, showing how their funds hav
e been
utilised and the profits derived from such use. It has long been accepted in accounting practice
that a
balance sheet prepared for this purpose is an historical record and not a statement of current worth
... '
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The Congress addressed issues such as
• the mechanies of accounting,
• professionalism, and
• the theory of accounting.
It was suggested that a Committee supported by expert and adequate research staff be
formed to develop accounting principles or standards.t'" However, the Congress
appeared to pre-empt radical research and developments by affirming that accounting
was an historical record of stewardship.t'" This (re)-affirmation appears in hindsight
to have set the scene for the 1950s during which time little was achieved in this area.
Instead, institutional issues were considered. Various other professional bodies
merged to form the Australian Society of Accountants (ASA), leaving it and the
ICAA as the predominant organisations. Both bodies established part-time research
committees. However, there was little formal research into accounting standards. The
'continued revision' of standards suggested at the Congress did not occur (Birkett and
Walker, 1971, pI03). Rather, these committees spent time on terminology and
publishing Technical Bulletins (Zeff, 1973, p33-34). It was determined during this
era, however, that the auditor did not certify the accounts but rather reported on their
conformity with generally accepted accounting principles (GAAP) so as to give a true
and fair view. Overall, little of great significance occurred during this era at the
underlying reasoning level, particularly in relation to the development of accounting
standards in Australia.
Chambers (1970a, p39) relates his early experiences when working in a government
regulatory agency which required the analysis and comparison of the financial
positions, results and the costs of business firms in different industries. He found
conventional accounting deficient as the resulting financial statements made
comparisons between firms, even in the same trade, most difficult. A great sense of
uneasiness in dealing with something quite undisciplined and subject to no firm
principles left him quite disenchanted about accounting.
A teaching of aspects of management followed, especially an interest in financial
aspects of business. To Chambers, their study provided, in microcosm, examples of
relationships among owners, managers, creditors, customers and competitors. He
argued changes in attitudes and actions of any of these parties required changes in
actions, tactics and strategies of the firm.
498
His writings in the late 1940s reflect his interests in education, research and problems
faced in accounting at both the underlying reasoning and application levels. Those of
interest to this study include matters like
496 See Fitzgerald (1949, p36); Forster (1949, p45); Chambers (I 949b, p46).
497 In 1952, the NSW State Council of ICAA requested an Accounting Principles and Procedu
res
Committee be established. This would be similar to that of the AlA in USA but it would not have
the
power to make pronouncements in its own right. The Executive Council did not act on the req
uest
(Zeff, 1973, p6).
49' Chambers (1970a, p39), 'The immediate post-war years provided numerous frequent and varied
examples of the shuffling and bargaining and haggling which go by the general descriptio
n of
adaptation.' This is well illustrated in Chambers (1958, p404-405).
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• f i n a n c i a l s t a t e m e n t s a n d t h e i r a n a l y s i s ( C h a m b e r s , 1 9 4 8 ) ,
• t h e f u n c t i o n o f a c c o u n t i n g ( C h a m b e r s , 1 9 4 8 a ) ,
• t h e d i f f i c u l t y f o r ( c o n v e n t i o n a l ) a c c o u n t i n g t o d e a l w i t h p r i c e l e v e l c h a n g e s
a n d r e l a t e d p r o b l e m s w h i c h a r o s e f o r m a n a g e m e n t ( C h a m b e r s , 1 9 4 9 ) , a n d
• t h e d i s c r e t i o n a v a i l a b l e u n d e r G A A P t o m a n a g e m e n t i n f i n a n c i a l s t a t e m e n t s
( C h a m b e r s , 1 9 4 9 a ) .
A l l w e r e l i n k e d t o i s s u e s t o p i c a l t h e n ( a n d a r g u a b l y s t i l l n o w ) a n d C h a m b e r s w o u l d
c o n t i n u e t o r e f i n e h i s i d e a s o v e r f o l l o w i n g d e c a d e s .
5 . 4 S u m m a r y a n d c o n c l u s i o n s
C e r t a i n l y b y t h e 1 9 5 0 s , v a r i o u s f a c t o r s p u s h e d c o r p o r a t e c a p i t a l i s m i n t o s o c i a l r e a l m s .
E c o n o m i c p o w e r w a s c o n c e n t r a t e d i n l a r g e c o r p o r a t e u n i t s . T h e s e c o u l d m e e t m o d e m
d e m a n d f o r h i g h s t a n d a r d s o f l i v i n g b y p r o v i d i n g m a s s p r o d u c t i o n a n d d i s t r i b u t i o n .
T e c h n o l o g i c a l a d v a n c e m a d e m a s s p r o d u c t i o n o n a g r e a t e r s c a l e p o s s i b l e b u t t h e
q u a n t i t y a n d p r i c e s d e s i r e d w e r e a c c o m p l i s h e d b y t h e s e l a r g e c o r p o r a t i o n s .
M a n a g e m e n t t h e r e w a s t o p o s s e s s g r e a t p o w e r s i n i t s o w n o r g a n i z a t i o n a s w e l l a s i n
i n d u s t r i a l p l a n n i n g a t t h e n a t i o n a l a n d l o c a l l e v e l s ( B e r l e , 1 9 5 4 , p 1 6 4 - 1 6 5 ) .
A r g u m e n t
5 . 1 1 G r o w t h o c c u r r e d i n p e o p l e ' s c a p i t a l i s m v i a d i r e c t i n v e s t m e n t i n s h a r e s o f a
c o r p o r a t i o n a n d i n d i r e c t l y a s c r e d i t o r s , e m p l o y e e s o r c o n s u m e r s .
5 . 1 2 G r o w t h o c c u r r e d i n i n v e s t m e n t i n s h a r e s v i a t h e e x p a n s i o n o f p e n s i o n a n d
s u p e r a n n u a t i o n f u n d s .
5 . 1 3 M u c h d i s c r e t i o n s t i l l r e m a i n e d f o r t h e a p p l i c a t i o n o f ' j u d g m e n t b y m a n a g e m e n t ' ,
e s p e c i a l l y r e g a r d i n g ' p u b l i c i t y ' .
A r g u m e n t
5 . 2 1 T h e c o r p o r a t i o n i n U S A b e c a m e a s o c i a l c o n s t r u c t a s w e l l a s b e i n g p r e v i o u s l y
a n e c o n o m i c o n e .
5 . 2 2 D a t a s o u g h t f o r C G a n d c h o i c e w e r e n o t n e c e s s a r i l y o f a j i n a n c i a l t y p e .
A c c o u n t i n g r e m a i n e d b e s e t w i t h v a r i o u s t e n s i o n s a t b o t h t h e u n d e r l y i n g r e a s o n i n g a n d
t h e a p p l i c a t i o n l e v e l s .
A r g u m e n t
5 . 3 1 W a s t h e s t a t e d r e c i p i e n t o f a b a l a n c e s h e e t a l a y - p e r s o n o r a t e c h n i c a l p e r s o n ?
5 . 3 2 Q u e s t i o n s w e r e r a i s e d i n A u s t r a l i a i n a ' R e v a l u a t i o n o f A c c o u n t i n g ' a t b o t h t h e
i n s t i t u t i o n a l a n d i n f o r m a t i o n l e v e l s .
5 . 3 3 L a c k i n g u n d e r l y i n g r e a s o n i n g b a s e d o n l o g i c a l p r e m i s e s , p r o b l e m s i n r e p o r t i n g
c o n t i n u e d t o b e a p p r o a c h e d i n a c a s e - b y - c a s e m a n n e r .
5 . 3 4 D a t a o f s o c i a l a n d e c o n o m i c t y p e s e e m e d i n t e r m i n g l e d w i t h t h a t o f a j i n a n c i a l
t y p e .
5 . 3 5 Q u e s t i o n s w e r e a s k e d l i k e ' W h a t w a s " r e a s o n a b l y o b j e c t i v e " e v i d e n c e ' ?
T e n s i o n s i n a c c o u n t i n g i n t u r n r e f l e c t e d o n d e b a t e s o n t h e r e p o r t i n g o f l i a b i l i t i e s .
A r g u a b l y t h e r e h a d b e e n i m p r o v e m e n t r e g a r d i n g t h e e l e m e n t ' l i a b i l i t y ' . U n r e s o l v e d
i s s u e s s t i l l e x i s t e d a t t h e i d e n t i f i c a t i o n / r e c o g n i t i o n l e v e l a n d t h e m o n e t a r y a m o u n t
l e v e l . I t h a s b e e n s h o w n t h a t v a r i o u s c o n t r o v e r s i e s s u r r o u n d i n g b o n d d i s c o u n t a n d
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p r e m i u m s h a v e b e e n a r g u e d i n t h e l i t e r a t u r e f o r s e v e r a l d e c a d e s . T h e s e c o n t r o v e r s i e s
h a v e i n c l u d e d b o t h q u e s t i o n s o f p r i n c i p l e ( w h e t h e r b o n d d i s c o u n t w a s i n t e r e s t ,
w h e t h e r a c c o u n t i n g r e p o r t s s h o u l d b e i s o m o r p h i c w i t h e c o n o m i c c o n d i t i o n s o r b e
p r e p a r e d u n d e r t e c h n i c a l a c c o u n t i n g a s s u m p t i o n s ) a n d q u e s t i o n s o f t e c h n i q u e ( t h e
m e t h o d o f a m o r t i z a t i o n t o b e u s e d ) . A s w e l l , t h e r e p o r t i n g o f c o n t i n g e n c i e s c o n t i n u e d
t o p r o v i d e t e n s i o n s f o r a n d p r o b l e m s i n t h e i n c l u s i o n i n t h e a c c o u n t i n g p r o c e s s e s .
A r g u m e n t
5 . 4 1 A c l e a r d i s t i n c t i o n w a s s u g g e s t e d b e t w e e n i d e n t i f i c a t i o n / r e c o g n i t i o n a n d
m e a s u r e m e n t o f l i a b i l i t i e s .
5 . 4 2 T r e a t m e n t o f s e l e c t e d i t e m s w i t h i n t e r a c t i o n s f o r l i a b i l i t i e s , l i k e p e n s i o n p l a n s
a n d l e a s e s , p r o d u c e d t e n s i o n s f o r r e p o r t s u n d e r c o n v e n t i o n a l a c c o u n t i n g .
5 . 4 3 N e w f i n a n c i a l i n s t r u m e n t s p r o v i d e d d i f f i c u l t i e s f o r c l a s s i f i c a t i o n a s e i t h e r
l i a b i l i t y o r o w n e r s ' e q u i t y , l e a d i n g t o s u g g e s t i o n s f o r a t h i r d e l e m e n t o n t h e e q u i t y
s i d e o f t h e b a l a n c e s h e e t .
5 . 4 4 W h a t w a s t h e c o n n e c t i o n , i f a n y , a m o n g t e r m s l i k e ' o b l i g a t i o n s ' , ' l i a b i l i t i e s ' ,
' c l a i m s ' a n d ' d e b t s ' ?
5 . 4 5 W h a t w a s ' a n e s t a b l i s h e d b u r d e n ' a n d h o w m i g h t i t b e r e l a t e d t o ' r e a s o n a b l y
o b j e c t i v e e v i d e n c e ' ?
5 . 4 6 H o w w e r e ' i m p r o b a b l e a n d c o n j e c t u r a l c l a i m s ' t o b e m a d e o p e r a t i o n a l ?
T h e c o r p o r a t i o n w a s p l a c e d i n a n e n v i r o n m e n t w h i c h i n s o m e w a y s h a d n o t c h a n g e d
f r o m t h e o l d d a y s o f t h e j o i n t s t o c k c o m p a n y . H o w e v e r , i n o t h e r w a y s g r e a t c h a n g e s
h a d o c c u r r e d . T h e s i t u a t i o n i s s u m m a r i z e d i n F i g u r e 5 . 2 .
T h e c o r p o r a t i o n s t i l l p r o v i d e d a w a y t o f i n a n c e l a r g e i n v e s t m e n t s w h i l e a t t h e s a m e
t i m e p r o t e c t i n g i n v e s t o r s . H o w e v e r , t h e i n v e s t o r g r o u p h a d e x p a n d e d t o i n c l u d e o t h e r
g r o u p s l i k e e m p l o y e e s , c o n s u m e r s a n d t h e l i k e . A s w e l l , g r o u p s l i k e i n v e s t o r a n a l y s t s
t o o k a k e e n i n t e r e s t i n t h e f i n a n c i a l i n f o r m a t i o n p r o v i d e d . C o r p o r a t e g o v e r n a n c e a n d
c o n t r o l w e r e s t i l l s o u g h t b y t h e p u b l i c a t i o n o f r e p o r t s o n t h e s t a t e o f a f f a i r s . H o w e v e r ,
t h e s e r e p o r t s , n o w u n d e r t h e c o n t r o l o f t h e a c c o u n t i n g p r o f e s s i o n ( a n d i t s p r a c t i t i o n e r
w i n g ) , w e r e p r o d u c e d u n d e r c o n v e n t i o n a l a c c o u n t i n g . T h e o u t p u t h e r e w a s c e r t a i n l y
q u e s t i o n e d . A s w e l l , t h e r e p o r t s m i n g l e d t h e t i m e f r a m e o f t h a t i n f o r m a t i o n . N o t o n l y
w a s r e t r o s p e c t i v e d a t a r e p o r t e d b u t a l s o c o n t e m p o r a r y a n d a n t i c i p a t o r y d a t a .
I n t h e n e x t c h a p t e r , a n a l y s i s o f t h e q u e s t i o n i n g s c o n t i n u e s a s w e l l a s t h e i d e n t i f i c a t i o n
o f C h a m b e r s ' p r o p o s a l s t o p r o v i d e a t h e o r y - C o C o A - t o p r o v i d e a b a s i s f o r t h e
r e q u i r e d ' p u b l i c i t y ' .
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C h a p t e r 6 T h e F r a m e w o r k : C o r p o r a t e G o v e r n a n c e i n t h e T w e n t i e t h C e n t u r y -
D e v e l o p m e n t s i n t h e 1 9 5 0 - 1 9 6 0 s
W i l l i a m S . C o o k , v i c e p r e s i d e n t a n d c o m p t r o l l e r [ o f t h e P e n n C e n t r a l
C o m p a n y ] , w r o t e a n o t e . . . m a r k e d " p e r s o n a l a n d c o n f i d e n t i a l " o n O c t o b e r 5 ,
1 9 6 7 . I n t h e n o t e , C o o k r e q u e s t e d t h a t t h e s a l a r y o f C h a r l e s S . H i l l , m a n a g e r o f
g e n e r a l a c c o u n t i n g , b e r a i s e d f r o m $ 2 5 , 5 0 0 t o $ 2 7 , 5 0 0 . A s j u s t i f i c a t i o n , C o o k
s a i d : " H i s i m a g i n a t i v e a c c o u n t i n g i s a d d i n g m i l l i o n s o f d o l l a r s a n n u a l l y t o o u r
r e p o r t e d i n c o m e . "
D a u g h e n & B i n z e n , 1 9 7 1 , p 2 2 3 - 2 2 4
D e s p i t e m y c o n s i d e r a b l e r e s p e c t f o r h i s e a r l i e r w o r k , i t w a s n o t u n t i l 1 9 6 1 t h a t 1
c a m e t o f u l l r e a l i z a t i o n t h a t C h a m b e r s w a s a n i n t e l l e c t u a l g i a n t , w h o w a s i n t h e
p r o c e s s o f t r a n s f o r m i n g a c c o u n t i n g f r o m a t e c h n i c a l s e t o f a r b i t r a r y r u l e s i n t o a
r i g o r o u s c o n c e p t u a l f r a m e w o r k a n d m e a s u r e m e n t s y s t e m .
M a t h e w s , 1 9 8 2 , p 1 7 7
6 . 1 I n t r o d u c t i o n
I n p r e v i o u s c h a p t e r s , i t w a s a r g u e d t h a t o n e m o n i t o r u n d e r C O w a s t h e p u b l i c a t i o n o f
f i n a n c i a l s t a t e m e n t s . H o w e v e r , t h e i r f u n c t i o n a n d c o n t e n t s h a d b e c o m e ' a t e c h n i c a l
s e t o f a r b i t r a r y r u l e s ' , a s M a t h e w s s t a t e s a b o v e . I n d e e d , s o m e a r g u e t h e i r d e v e l o p m e n t
w a s c a p t u r e d ( C h a t o v , 1 9 7 5 ; W a l k e r , 1 9 8 7 ; W e s t 2 0 0 3 ) b y t h e a c c o u n t i n g p r o f e s s i o n ,
e s p e c i a l l y t h e p r a c t i t i o n e r w i n g . A r g u a b l y , a s s u g g e s t e d i n 4 . 3 . 2 , s t a n d a r d s e t t e r s n e e d
t o b e a w a r e o f h o w t h e c u r r e n t i d e a s u n d e r l y i n g t o d a y ' s C F s c a m e t o p a s s . T h e
a n a l y s e s i n C h a p t e r s 2 t o 5 i n c l u s i v e - e s p e c i a l l y t h e d e c o m p o s i t i o n o f m o n o g r a p h s ,
s t a t e m e n t s a n d o t h e r w o r k s t o d a t e - s h o w s h o w t h e v a r i o u s i d e a s o n a c c o u n t i n g i n
g e n e r a l a n d l i a b i l i t i e s i n p a r t i c u l a r w e r e d e r i v e d . O n e a s p e c t t o e m e r g e i s t h a t t h e
d i l e m m a s f a c i n g t o d a y ' s s t a n d a r d s e t t e r s h a d b e e n m e t d e c a d e s e a r l i e r .
T h e o r i g i n a l c a p t u r e o f t h e a c c o u n t i n g s t a n d a r d s e t t i n g p r o c e s s - w h a t i s r e f e r r e d t o a s
t h e M a y L e g a c y i n t h i s s t u d y - h a d s e v e r a l c o n s e q u e n c e s . O n e a l r e a d y m e t w a s a
b l u r r i n g o f a n y d i s t i n c t i o n b e t w e e n f i n a n c i a l a n d e c o n o m i c . T o s o m e t h e y b e c a m e
s y n o n y m s . A n o t h e r , t o b e m e t a s t h i s c h a p t e r u n f o l d s , w e r e a t t e m p t s t o i n c l u d e i n
c o r p o r a t e f i n a n c i a l r e p o r t i n g i n s o m e w a y n o n - f i n a n c i a l i n f o r m a t i o n . B o t h
c o n s e q u e n c e s w o u l d c e r t a i n l y b r o a d e n t h e f u n c t i o n a n d c o n t e n t s o f f i n a n c i a l
s t a t e m e n t s . I n c o n t r a s t , C h a m b e r s s a w a n e e d t o b e q u i t e c o n c i s e a n d d i s t i n c t i v e ,
b a s e d o n , a s M a t h e w s s t a t e s i n t h e a b o v e , ' a r i g o r o u s c o n c e p t u a l f r a m e w o r k a n d
m e a s u r e m e n t s y s t e m ' . A s w e l l , C h a m b e r s h a d d e v e l o p e d r i g o r o u s v i e w s o n t h e
f u n c t i o n o f a c c o u n t i n g a n d i t s i n t e r f a c e w i t h e c o n o m i c s , f i n a n c e a n d m a n a g e m e n t .
O b v i o u s l y , t e n s i o n s h a d d e v e l o p e d a b o u t t h e i n f o r m a t i o n p r o v i d e d . A s s u g g e s t e d i n
C h a p t e r 1 , t h e i n t e r m i n g l i n g o f i s s u e s o f d i s t i n c t t y p e s n e e d s u n r a v e l l i n g f o r p a r t i c u l a r
P r o p o s i t i o n s r e g a r d i n g l i a b i l i t i e s t o b e t e s t e d . T h i s i n t u r n w o u l d , i t i s a r g u e d h e r e ,
p r e v e n t t h e r e c y c l i n g o f , i n p a r t i c u l a r , d e b a t e s o n l i a b i l i t y m a t t e r s w h i c h a r e , i n
p r i n c i p l e , i r r e s o l v a b l e .
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I t w a s d u r i n g t h i s p e r i o d t h a t C h a m b e r s ( 1 9 5 6 , p 5 8 4 ) w r o t e o f t h e i d e a o f
' a c c o u n t i n g ' a s a g e n e r i c t e r m
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a n d n o t t h e p r o v i n c e o f c o n v e n t i o n a l o r f i n a n c i a l
a c c o u n t i n g , l e a d i n g t o i d e a s o f d i s t i n c t ( t h o u g h i n t e r r e l a t e d a t h i g h e r l e v e l s o f
a b s t r a c t i o n ) t y p e s o f d a t a .
s oo
A m i x i n g o f d i s t i n c t a r e a s o f i n t e r e s t h a s l e d t o p r o b l e m s
i n a c c o u n t i n g r e p o r t s a t b o t h t h e u n d e r l y i n g r e a s o n i n g / p o l i c y a n d t h e a p p l i c a t i o n
l e v e l s . I n t h i s t h e s i s , i t i s a r g u e d t h a t a v a r i e t y o f d e b a t e s r e s u l t f r o m g i v e n m u l t i p l e
( a n d s o m e t i m e s c o n f l i c t i n g ) o b j e c t i v e s a t b o t h l e v e l s . T h e s e s p e c i e s w i t h d i s t i n c t
f e a t u r e s m a y b e c l a s s i f i e d a s c o n v e n t i o n a l a c c o u n t i n g , differin~ f r o m f i n a n c i a l , a
s u b s e t o f e c o n o m i c w h i c h i n t u r n i s a s u b s e t o f t h e s o c i a l s p e c i e s . ' 1
I n 6 . 2 , t h e a n a l y s i s c o n t i n u e s o f t h e f u n c t i o n a n d c o n t e n t o f ' r e p o r t i n g ' a s r e f l e c t e d i n
v a r i o u s q u e s t i o n i n g s f o u n d i n t h e 1 9 5 0 - 1 9 6 0 s . U S A , U K a n d A u s t r a l i a n
d e v e l o p m e n t s a r e d i s c u s s e d . I n 6 . 3 , t h e p u b l i c a t i o n o f C h a m b e r s ' m a g n u m o p u s i n
1 9 6 6 i s i n t r o d u c e d w i t h i t s e m p h a s e s o n r e p o r t i n g p a s t a n d c o n t e m p o r a r y e v e n t s . A s
e x p e c t e d , d e b a t e s a n d t e n s i o n s r e s u l t e d i n a c a d e m i c c i r c l e s a n d b e t w e e n t h e a c a d e m i c
a n d p r a c t i t i o n e r w i n g s .
T h e s e t e n s i o n s w e r e f o u n d o v e r t i m e a n d c o n t i n u e c u r r e n t l y , e s p e c i a l l y b e t w e e n
c o n v e n t i o n a l a n d f i n a n c i a l t y p e a c c o u n t i n g . T h e y w e r e f u r t h e r c o m p o u n d e d b y t h e
i n t r o d u c t i o n o f e c o n o m i c a n d s o c i a l i s s u e s w i t h i n t h o s e c o n v e n t i o n a l o r f i n a n c i a l
t y p e a c c o u n t i n g s . A n a n a l y s i s o f t h e s e t e n s i o n s i s i n t e g r a t e d w i t h i n t h e a r g u m e n t
( 6 . 4 ) . I n t e r d i s c i p l i n a r y i s s u e s a n d t h e i r i n f l u e n c e o n r e p o r t i n g a r e h i g h l i g h t e d ( 6 . 4 . 1 ) .
T h e i d e a o f a ' c h a i n o f r e l a t i o n s h i p s ' ( G e l l - M a n n , 1 9 9 4 , p 9 ) i s u s e d i n t h e c o n t e x t o f
v a r i o u s s t a k e h o l d e r s i n C O t o a n a l y s e t h e a c c o u n t a b i l i t y c o n c e p t , r e l a t i o n s h i p s a m o n g
s t a k e h o l d e r s a n d t h e r e l a t e d i s s u e o f s t e w a r d s h i p ( 6 . 4 . 2 ) . I d e a s f r o m q u a n t u m
m e c h a n i c s ( G e l l - M a n n , p 1 3 9 ) o f ' q u a n t u m s t a t e ' a n d t h e r e l a t e d ' m o m e n t u m ' a r e
s e e n t o b e c o n s i s t e n t w i t h t h e r e p o r t s r e q u i r e d i n a n a c c o u n t i n g W h i c h , i t i s a r g u e d ,
c o v e r s a s e t o f i n t e r r e l a t e d r e p o r t s . D e b a t e c o n t i n u e d i n v a r i o u s a r e a s , l e a d i n g t o
4 9 9 C h a m b e r s ( 1 9 5 6 , p 5 8 4 ) , ' T h e ' " u s e o f t h e u n q u a l i f i e d t e r m a c c o u n t i n g . . . m a y n o t b e m i s l e a d i n g
t o t h o s e w h o a r e p r e o c c u p i e d w i t h b u s i n e s s a c c o u n t i n g . W e h a v e l o n g b e e n a c c u s t o m e d t o t h e u s e o f
a c c o u n t i n g i n t h e l i m i t e d s e n s e o f b u s i n e s s a c c o u n t i n g . B u t w h y ? A c c o u n t i n g i s a g e n e r i c t e r m ; s e v e r a l
s p e c i e s , e a c h h a v i n g d i s t i n c t i v e f e a t u r e s , a r e r e c o g n i z e d e v e n b y t h e n o v i c e . E a c h o f t h e s e s p e c i e s o f
a c c o u n t i n g h a s i t s p e c u l i a r f o r m b e c a u s e i t s e r v e s i t s o w n s p e c i f i c p u r p o s e . '
5 0 0 T h e s e w e r e a p p l i e d t o r e s e a r c h c a r r i e d o u t u n d e r t h e s p o n s o r s h i p o f t h e U r b a n W a t e r R e s e a r c h
A s s o c i a t i o n o f A u s t r a l i a a n d t h e t h e n W a t e r B o a r d S y d n e y - I l l a w a r r a - B l u e M o u n t a i n s . T h i s r e s e a r c h
w a s i n a c o n t e x t o f a s e e k i n g t h e e f f e c t i v e n e s s a n d e f f i c i e n c y o f N e w S o u t h W a l e s S t a t e t r a d i n g
a u t h o r i t i e s . S e l e c t e d p a p e r s a r e f o u n d i n H a g a n a n d S t a u n t o n ( 1 9 8 9 ) a n d a n a p p l i c a t i o n o f t h e s e i d e a s
i s f o u n d i n B o g e h o l z ( 1 9 9 9 ) .
5 0 1 A s a l r e a d y p o i n t e d o u t i n C h a p t e r I , i n t h i s s t u d y ' s o c i a l ' i s a c a t c h - a l l - o t h e r c a t e g o r y . O t h e r
r e s e a r c h e r s m a y s u b d i v i d e i t f u r t h e r . F o r e x a m p l e , i n t h e w a t e r i n d u s t r y , B o g e h o l z ( \ 9 9 9 ) f o u n d
' e c o l o g i c a l ' a k e y c a t e g o r y . O t h e r s w o u l d u n d o u b t e d l y s e e ' e n v i r o n m e n t a l ' a s a d i s t i n c t c a t e g o r y
( F r o s t , 1 9 9 9 ) . T h i s w o u l d c e r t a i n l y b e n e e d e d i n r e s e a r c h i n t o i s s u e s a t d i s t i n c t ( t h o u g h r e l a t e d ) l e v e l s
o f a b s t r a c t i o n i n p o l i c y r e l a t e d a r e a s . F o r i n s t a n c e , A r g y ( 1 9 9 5 , p 1 8 , e m p h a s i s a d d e d ) w r i t e s ,
' H o w e v e r , w h a t . . . o t h e r s f a i l e d t o f o r e s e e f u l l y w a s t h a t d e r e g u l a t i o n w o u l d i n c r e a s e e n o r m o u s l y t h e
r o l e a n d i n f l u e n c e o f f i n a n c i a l m a r k e t s i n s o c i a l a n d e c o n o m i c p o l i c y ; t h a t t h i s w o u l d i m p o s e a m a j o r
c o n s t r a i n t o n t h e a b i l i t y o f g o v e r n m e n t s t o i m p l e m e n t ( t h r o u g h t a x a n d t r a n s f e r p o l i c i e s ) t h e
c o m m u n i t y ' s p r e f e r r e d s e t o f s o c i a l p r i o r i t i e s , a n d t h a t i t w o u l d c r e a t e a s t r o n g p o l i c y b i a s i n f a v o u r o f
l o w i n f l a t i o n a n d " s m a l l g o v e r n m e n t " , w i t h c o r r e s p o n d i n g a v e r s i o n t o l o w u n e m p l o y m e n t a n d
g o v e r n m e n t s p e n d i n g o n w e l f a r e , h e a l t h , e d u c a t i o n , l a b o u r m a r k e t p r o g r a m s f o r d i s a d v a n t a g e d w o r k e r s
a n d s o c i a l i n f r a s t r u c t u r e . '
1 7 2
t e n s i o n s b e t w e e n t h e p r a c t i t i o n e r a n d a c a d e m i c w i n g s o f t h e p r o f e s s i o n . F i n a l l y , ( 6 . 5 )
a s u m m a r y a n d c o n c l u s i o n s a r e p r o v i d e d .
6 . 2 T h e Q u e s t i o n i n g s o f t h e 1 9 5 0 - 1 9 6 0 s
A t t h e s o c i a l a n d e c o n o m i c l e v e l s , s o m e q u e s t i o n e d t h e a c c u r a c y o f p r e s e n t i n g t h e
t h e n U S A c o r p o r a t e s y s t e m a s o n e i n w h i c h c o m p e t i t i o n w a s t o b e f o u n d . C e r t a i n l y
t h e g r e a t c o l l e c t i v e e n t e r p r i s e s ( a c t i v e i n t h e f o r m o f l a r g e c o r p o r a t i o n s ) d i d n o t
f o l l o w t h e t e n e t s o f l i m i t e d p r i v a t e e n t e r p r i s e f o u n d i n c l a s s i c a l e c o n o m i c s ( B e r l e ,
1 9 5 4 ) . T h e r e t h e i n d i v i d u a l e n t r e p r e n e u r w a s o n e o f a l a r g e g r o u p o f s m a l l p r o d u c e r s .
I t w a s s e e n a s m i s l e a d i n g t o p r e s e n t t h e v a s t o p e r a t i o n s o f c o r p o r a t i o n s a s ' p r i v a t e ' a s
t h e y c e r t a i n l y h a d a s o c i a l f a c e a s w e l l . A p p l i c a t i o n o f t h e c l a s s i c a l l a w o f s u p p l y a n d
d e m a n d w o u l d b e q u e s t i o n e d a s t h e n e w e c o n o m i c s y s t e m c r e a t e d a p l a n n e d e q u a t i o n
b e t w e e n s u p p l y a n d d e m a n d . i ' " T h e l a w s o f t h e c l a s s i c a l e c o n o m i s t s w e r e b e i n g
s u b s u m e d b y a s o c i a l p a t t e r n r e l e v a n t t o n e w c o m m u n i t y d e m a n d s ( B e r l e , 1 9 5 4 , 1 1 -
1 2 ) .
T h a t w a s n o t t o s u g g e s t t h a t t h e n e w o r d e r w a s n o t w i t h o u t t e n s i o n s . B e r l e ( 1 9 5 4 ,
p 5 2 - 5 8 ) s u g g e s t e d t h a t w i t h p r e v i o u s e c o n o m i c c h e c k s o n c o r p o r a t e p o w e r n o l o n g e r
h o l d i n g , o t h e r c h e c k s w e r e e m e r g i n g . C a r y ( 1 9 6 2 , p 4 0 8 - 4 0 9 ; 1 9 6 3 ) , t h e n C h a i r m a n o f
t h e S E C , f o u n d f i g h t s s t i l l t o b e f o u g h t o v e r d i s c l o s u r e - f i g h t s w h i c h h e i n i t i a l l y
t h o u g h t h a d b e e n w o n s o m e d e c a d e s e a r l i e r . S O l O n e w a s t h e f o r c e o f p u b l i c o p i n i o n ,
i m p l i c i t i n t h e s y s t e m o f o l i g o p o l y ( a s c o n t r a s t e d w i t h e i t h e r m o n o p o l y o r c o n d i t i o n s
u n d e r s o c i a l i s m ) .
T h e f o r c e o f p u b l i c o p i n i o n r e q u i r e d p u b l i c i t y . C o r p o r a t e m a n a g e m e n t h a d t o r e p o r t
i n o r d e r t o r e t a i n t h e c o n f i d e n c e o f n o t o n l y s h a r e h o l d e r s a n d f i n a n c i e r s , b u t a l s o
c u s t o m e r s , e m p l o y e e s , s u p p l i e r s a n d t h e s e c t o r o f t h e p u b l i c w i t h w h o m i t d e a l t . I f
c o r p o r a t e m a n a g e m e n t b a s e d i t s c o n t i n u e d t e n u r e o n t h e a p p l i c a t i o n o f p o w e r r a t h e r
t h a n u n d e r l y i n g r e a s o n i n g , B e r l e , ( 1 9 5 4 , p 6 0 ) a r g u e d d i s a s t e r e v e n t u a l l y f o l l o w e d .
C o r p o r a t e m a n a g e m e n t c o u l d c h o o s e e i t h e r a b r o a d o r n a r r o w v i e w o f s t e w a r d s h i p .
T h i s i s t u r n a f f e c t e d w h e t h e r m a n a g e m e n t s e r v e d a s t h e n u c l e i o f i t s o r g a n i z a t i o n o r
c e d e d i t t o s a y g o v e r n m e n t i n t h e m o d e m s t a t e . I n U S A , i t w a s a r g u e d t h a t p r i v a t e
r a t h e r t h a n g o v e r n m e n t a l d e c i s i o n s w e r e s o u n d e s t f o r t h e c o m m u n i t y . A r g u a b l y , 5 0 4
m a n a g e m e n t o f t h e l a r g e s t c o r p o r a t i o n s m o v e d t o w a r d a n a c c e p t a n c e o f g r e a t e r s o c i a l
5 0 2 B e r l e ' s e v i d e n c e w a s p r o v i d e d f r o m t h e p r a c t i c e s f o u n d i n t h e o i l i n d u s t r y a n d t h e s u g a r i n d u s t r y .
' 0 3 C a r y ( 1 9 6 2 , p 4 0 8 - 4 0 9 ) w r i t e s , ' T o m y m i n d , t h e t h e o r y o f c o m p l e t e d i s c l o s u r e i s t h e p r i n c i p l e
w h i c h s h o u l d u n d e r l i e b o t h l e g a l r u l e s a n d e t h i c a l s t a n d a r d s . . . I t i s t h e d i s c l o s u r e p r i n c i p l e u p o n w h i c h
a r a t i o n a l e v o l u t i o n o f a t h e o r y o f c o n t r o l o v e r m a n a g e m e n t m u s t b e p r e m i s e d . W h e n I c a m e t o t h e
S E C a y e a r a g o , I t h o u g h t i n i t i a l l y t h a t t h e p h i l o s o p h y o f d i s c l o s u r e h a d b e e n f u l l y d e p l e t e d .
I n c r e a s i n g l y , h o w e v e r , I a m c o n v i n c e d t h a t i n a p l u r a l i s t i c s o c i e t y - w h e r e , a s i n a b u s i n e s s e n t e r p r i s e ,
s o m a n y f o r c e s a r e o p e r a t i v e - d i s c l o s u r e i s t h e m o s t r e a l i s t i c m e a n s o f c o p i n g w i t h t h e e v e r - p r e s e n t
p r o b l e m o f c o n f l i c t s o f i n t e r e s t '
' 0 4 R a m a n a t h a n ( 1 9 7 6 , p 5 l 6 ) , ' T h e t r a d i t i o n a l v i e w o f c o r p o r a t e p e r f o r m a n c e i s i d e a l i z e d i n t h e q u e s t
t o m a x i m i z e p r o f i t s . I t a l s o i s w i d e l y a c c l a i m e d t h a t a f i r m ' s o n l y s o c i a l r e s p o n s i b i l i t y i n a f r e e m a r k e t
s y s t e m i s t o m a x i m i z e i t s p r o f i t s , f o r i n s o d o i n g , i t i s p r e s u m e d t o m a x i m i z e i t s c o n t r i b u t i o n t o
s o c i e t y . '
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r e s p o n s i b i l i t i e s . T h u s c o r p o r a t e m a n a g e m e n t w a s s u r p r i s e d t o f i n d i t s e l f c o n c e r n e d
w i t h p h i l o s o p h y . T h e d i r e c t i o n o f t h e s t e p s t a k e n d u r i n g t h e s e c o n d h a l f o f t h e
t w e n t i e t h c e n t u r y w o u l d n e c e s s a r i l y h e l p d e t e r m i n e , i n t h e t w e n t y - f i r s t , t h e
f r a m e w o r k o f m a n y c o m m u n i t i e s ( B e r l e , 1 9 5 4 , p l 7 2 - 1 7 3 ) .
6 . 2 . 1 T h e U S A s c e n e a n d r e l a t e d d e v e l o p m e n t s
O v e r t h e y e a r s t o 1 9 5 9 , t h e C A P p u b l i s h e d s o m e f i f t y o n e A R B s a n d f o u r A T B s
( A c c o u n t i n g R e s e a r c h a n d T e r m i n o l o g y B u l l e t i n s , 1 9 6 1 ) . O v e r a l l , t h e w o r k o f t h e
C A P m e t w i t h m i x e d r e a c t i o n ( C h a t o v , 1 9 7 5 , p 1 8 7 ; p I 9 2 - 1 9 4 ) . M c M u l l e n , ( 1 9 5 1 ,
p 1 5 8 ) q u e s t i o n e d t h e e l i m i n a t i o n f r o m p u b l i s h e d s t a t e m e n t s o f t h e t e r m ' r e s e r v e ' a s
r e c o m m e n d e d i n A T B N o 1 . T h e u n d e r l y i n g r e a s o n i n g w a s t h a t t h e v a l u e o f t h e t e r m
a s a n i n c i s i v e t o o l o f t h o u g h t a n d d i s c l o s u r e h a d b e e n d e s t r o y e d b y i t s u s e i n s o m a n y
d i f f e r e n t s e n s e s . T h e p r o f e s s i o n c o u l d n o t s t a n d a r d i z e a d e f i n i t i o n w h i c h w o u l d b e i n
p e r m a n e n t c o n f l i c t w i t h a w e l l u n d e r s t o o d d i c t i o n a r y m e a n i n g . T h e d i l e m m a p e r s i s t s
t o p r e s e n t t i m e s , a s l a t e r a r g u m e n t w i l l s h o w . B e k a e r t , ( 1 9 5 2 , p 6 0 ) w e n t e v e n f u r t h e r ,
a r g u i n g t h a t t h e p r e p a r a t i o n o f f i n a n c i a l r e p o r t s w e r e t o b e g u i d e d b y a l a n g u a g e o f
s i m p l e , e v e r y d a y t e r m s .
K e l l e y ( 1 9 4 8 ; 1 9 5 1 ) c o n t i n u e d t o q u e s t i o n c o n v e n t i o n a l a c c o u n t i n g a n d M a y ' s
v a r i o u s a r g u m e n t s . 5 0 H o w e v e r , f a v o u r a b l e r e a c t i o n t o t h e w o r k o f t h e C A P w a s b u i l t
a r o u n d i t s w o r k b e i n g a s u s t a i n e d e f f o r t t o d e v e l o p A A P a n d n a r r o w t h e s c o p e f o r
a l t e r n a t i v e p r a c t i c e s . S o m e a r g u e d t h a t t h e w o r k w a s p r e m a t u r e a s t h e o r e t i c a l
f o u n d a t i o n s w e r e l a c k i n g . C h a t o v ( 1 9 7 5 , p I 8 5 - 1 9 2 ) , h a v i n g d i s c u s s e d q u e s t i o n s
s u c h a s t h e a n t i - i n t e l l e c t u a l i s m a n d e v e n h o s t i l i t y o f p r a c t i t i o n e r s t o w a r d s t h e
a c a d e m i c b r a n c h o f t h e p r o f e s s i o n , t h e r e l u c t a n c e o f t h e S E C t o e n f o r c e i t s p o w e r s
a n d t h e e m p h a s i s p l a c e d o n w h a t p r a c t i t i o n e r s d i d , c o n c l u d e d t h a t t h e w o r k o f t h e
C A P w a s l a r g e l y a n e x e r c i s e i n t h e a r t o f m a i n t a i n i n g t h e s t a t u s q u o .
T h e t h i r d r e v i s i o n ( A A A , 1 9 5 7 , p l - 1 2 ) o f t h e o r i g i n a l 1 9 3 6 A A A S t a t e m e n t w a s
s i m i l a r i n f o r m t o t h a t o f i t s 1 9 4 8 R e v i s i o n . A s i s s h o w n i n F i g u r e 6 . 1 , a s e c t i o n
d e v o t e d t o ' U n d e r l y i n g C o n c e p t s ' w a s i n t r o d u c e d a n d t h e r e w e r e sli~ht c h a n g e s i n
t e r m i n o l o g y . S u p p l e m e n t a r y S t a t e m e n t s , f i v e i n a l l , w e r e a g a i n i s s u e d . ' 6
O n t h e f u n c t i o n o f a c c o u n t i n g , t h e 1 9 5 7 R e v i s i o n ( p I ) w a s a l i t t l e m o r e e x p l i c i t t h a n
p r e d e c e s s o r S t a t e m e n t s , ' T h e p r i m a r y f u n c t i o n o f a c c o u n t i n g i s t o a c c u m u l a t e a n d
c o m m u n i c a t e i n f o r m a t i o n e s s e n t i a l t o a n u n d e r s t a n d i n g o f t h e a c t i v i t i e s o f a n
e n t e r p r i s e . . . ' H o w e v e r , c o n f l i c t i n g v i e w s o n w h a t a c t i v i t i e s w e r e t o b e a c c o u n t e d f o r
r e m a i n e d .
K e l l e y ( 1 9 5 8 ) c o m m e n t e d o n g e n e r a l m a t t e r s i n t h e R e v i s i o n . H e n d r i k s e n ( 1 9 5 8 )
a n a l y s e d i t i n t h e c o n t e x t o f t h e l i a b i l i t y f o r t a x a t i o n , w h i l e L e o n a r d ( 1 9 5 8 )
5 0 5 K e l l e y ( 1 9 5 1 , p 2 8 9 ) r e m a i n e d r a t h e r c r i t i c a l o f M a y ' s s t a u n c h o p p o s i t i o n t o a n y u n i f o r m i t y i n
a c c o u n t i n g . C h a m b e r s ( 1 9 6 6 , p 2 5 2 - 2 5 3 ) o f c o u r s e a r g u e d t h a t d e b a t e h e r e w a s o f t e n a t d i f f e r e n t l e v e l s ,
m i x i n g p r i n c i p l e s ( a s p a r t o f a n y u n d e r l y i n g p r i n c i p l e s ) a n d r u l e s ( a s p a r t o f a n y a p p l i c a t i o n ) .
5 0 6 T h e S u p p l e m e n t a r y S t a t e m e n t s w e r e p u b l i s h e d i n T h e A c c o u n t i n g R e v i e w a n d r e f e r r e d t o i n A A A
( 1 9 6 6 , P r e f a c e ) . T h e y w e r e , ' A c c o u n t i n g f o r L a n d , B u i l d i n g s , a n d E q u i p m e n t ' , ( A A A , 1 9 6 4 a , p 6 9 3 ·
6 9 9 ) ; ' A D i s c u s s i o n o f V a r i o u s A p p r o a c h e s t o I n v e n t o r y M e a s u r e m e n t ' , ( A A A , 1 9 6 4 b , p 7 0 0 - 7 1 4 ) ;
' T h e E n t i t y C o n c e p t ' , ( A A A , 1 9 6 5 , p 3 5 8 - 3 6 7 ) ; ' T h e M a t c h i n g C o n c e p t ' , ( A A A , 1 9 6 5 a , p 3 6 8 · 3 7 2 ) ;
' T h e R e a l i z a t i o n C o n c e p t ' , ( A A A , 1 9 6 5 b , p 3 1 2 · 3 2 2 ) .
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c o m m e n t e d o n t h e t e r m i n o l o g y i n g e n e r a l a n d o f l i a b i l i t y i n p a r t i c u l a r a n d V a t t e r
( 1 9 6 2 , p 6 6 2 ) d i s c u s s e d t h e s t a t e d d e f i n i t i o n s . S t a u b u s ( 1 9 7 7 , p 2 4 ) f o u n d t h e R e v i s i o n
s o m e w h a t d i s a p p o i n t i n g .
5 0 7
T h e A S O B A T ( A A A , 1 9 6 6 ) m o n o g r a p h w a s s e e n a s a c o n t i n u a t i o n o f t h e
a s s o c i a t i o n ' s ' c o n s i s t e n t r e c o r d o f a c t i v i t y i n t h e d e v e l o p m e n t o f a c c o u n t i n g
p r i n c i p l e s , s t a n d a r d s , a n d a c c o u n t i n g t h e o r y g e n e r a l l y ' ( P r e f a c e ) . I n s u p p o r t o f t h i s
F i g u r e 6 . 1
1 9 3 6 S t a t e m e n t 1 9 4 1 R e v i s i o n
P r e l i m i n a r y P r e f a t o r y N o t e
T h e B a s i c
A s s u m p t i o n
1 9 5 7 R e v i s i o n
P r e f a t o r y N o t e
I I n t r o d u c t i o n
1 1 U n d e r l y i n g C o n c e p t s
B u s i n e s s E n t i t y
E n t e r p r i s e C o n t i n u i t y
M o n e y M e a s u r e m e n t
R e a l i z a t i o n
1 9 6 6 A S O B A T
P r e f a c e
I I n t r o d u c t i o n
1 1 A c c o u n t i n g
S t a n d a r d s
S t a n d a r d s f o r
A c c o u n t i n g
I n f o r m a t i o n
G u i d e l i n e s f o r
C o m m u n i c a t i n g
A c c o u n t i n g
I n f o r m a t i o n
C o s t s a n d
V a l u e s
M e a s u r e m e n t
o f I n c o m e
C a p i t a l a n d
S u r p l u s
A : C o s t
B : R e v e n u e
C : I n c o m e
D : C a p i t a l
I I I A s s e t s
R e c o g n i t i o n
M e a s u r e m e n t
I V I n c o m e D e t e r m i n a t i o n
R e v e n u e
E x p i r e d C o s t
I n c o m e T a x
V E q u i t i e s
I I I A c c o u n t i n g
I n f o r m a t i o n f o r
E x t e r n a l U s e r s
I V A c c o u n t i n g
I n f o r m a t i o n f o r
I n t e r n a l U s e r s
V E x t e n s i o n o f
A c c o u n t i n g
T h e o r y
V I S t a n d a r d s o f D i s c l o s u r e
E x t e n t o f D i s c l o s u r e
M e a n s o f D i s c l o s u r e
C o m p a r a b i l i t y
F i v e S u p p l e m e n t a r y A p p e n d i c e s A & B
S t a t e m e n t s
5 0 7 S t a u b u s ( \ 9 7 7 , p 2 4 ) w r i t e s , ' t h e o p p o r t u n i t y t o d r a w u p a s e t o f s t a n d a r d s b a s e d o n d e c i s i o n
u s e f u l n e s s s e e m e d t o p r e s e n t i t s e l f . T h e r e s u l t w a s , h o w e v e r , d i s a p p o i n t i n g . T h e i n t r o d u c t i o n w a s w e a k
a n d t h e s e c t i o n s o n " U n d e r l y i n g C o n c e p t s , " " A s s e t s , " " I n c o m e D e t e r m i n a t i o n , " a n d " E q u i t i e s "
s u b s t a n t i a l l y i g n o r e d d e c i s i o n u s e f u l n e s s . '
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c l a i m , A A A p o i n t e d t o t h e 1 9 3 6 S t a t e m e n t a n d t h e t h r e e R e v i s i o n s . H o w e v e r , t h e
1 9 6 6 S t a t e m e n t w a s e n v i s a g e d a s b e i n g d i f f e r e n t f r o m p r e v i o u s s t a t e m e n t s . 5 0 S I n d e e d ,
s o m e
509
w e r e t o s e e i t t o b e s o d i f f e r e n t t h a t t h e y w o u l d q u e r y w h e t h e r i t w a s a
s t a t e m e n t o f a c c o u n t i n g t h e o r y .
A f u n c t i o n s i m i l a r t o t h a t o f t h e 1 9 5 7 R e v i s i o n w a s e n v i s a g e d ( p l ) . 5 1 O H o w e v e r , a n
a d d i t i o n a l i d e a w a s c e r t a i n l y i n t r o d u c e d - t h a t o f w h a t i s n o w t e r m e d ' d e c i s i o n -
u s e f u l ' f i n a n c i a l s t a t e m e n t s . T h e s t r u c t u r e a n d c o n t e n t w e r e a l s o t o c h a n g e
d r a m a t i c a l l y , a s s h o w n i n F i g u r e 6 . l . T h e S t a t e m e n t d i s c u s s e s c h a r a c t e r i s t i c s o f
a c c o u n t i n g i n a c o n t e x t o f i t b e i n g a m e a n s o f c o m m u n i c a t i n g i n f o r m a t i o n t o s t a t e d
u s e r s . A c o m m u n i c a t i o n p r o c e s s w o u l d r e q u i r e a g r e e d u p o n t e r m i n o l o g y , i n c l u d i n g a
d e f i n i t i o n o f e l e m e n t s l i k e ' l i a b i l i t y ' .
S t a u b u s ( 1 9 7 7 , p 2 5 ) r e g a r d e d t h i s a s t h e t u r n i n g p o i n t i n t h e o f f i c i a l a n d s p o n s o r e d
l i t e r a t u r e w h e n t h e A A A C o m m i t t e e a d o p t e d t h e d e c i s i o n - u s e f u l n e s s a p p r o a c h . 5 1 1
C h a m b e r s ( 1 9 9 8 , p 3 6 ) , h o w e v e r , w a s d i s a p p o i n t e d b y t h e l a c k o f c o n s i d e r a t i o n o f
m e a s u r e m e n t . 5 1 2
I n A A A 1 9 5 7 R e v i s i o n , t h e t e r m ' l i a b i l i t y ' i s f o u n d i n t h e
• d i s c u s s i o n o f t h e u n d e r l y i n g c o n c e p t s o f ' e n t e r p r i s e c o n t i n u i t y ' ( P 2 ) a n d
' r e a l i z a t i o n ' ( P 3 ) ,
• d e t e r m i n a t i o n o f ' e x p i r e d c o s t s ' i n t h e i n c o m e d e t e r m i n a t i o n p r o c e s s ( P 6 ) ,
5 0 8 A A A ( 1 9 6 6 , p v ) , ' B e l i e v i n g t h a t t h e " s e r i e s " i n a u g u r a t e d w i t h t h e 1 9 3 6 S t a t e m e n t h a d s e r v e d i t s
p u r p o s e a n d t h a t t h e t i m e h a d c o m e f o r t h e A s s o c i a t i o n t o u n d e r t a k e a n e w a n d d i f f e r e n t k i n d o f
e f f o r t . . . I .
5 0 9 M o r r i s o n ( 1 9 6 6 , p 9 7 ) t h o u g h t ' i t o f f e r s l i t t l e i n t h e w a y o f b a s i c a c c o u n t i n g t h e o r y a s a f o u n d a t i o n
f o r a b o d y o f s o u n d a c c o u n t i n g p r i n c i p l e s g o v e r n i n g t h e t r e a t m e n t o f a c c o u n t i n g i n f o r m a t i o n . T h u s i n
t h i s r e s p e c t I b e l i e v e t h a t a n e s s e n t i a l p a r t o f t h e s t a t e m e n t o f b a s i c a c c o u n t i n g t h e o r y w h i c h t h e
c o m m i t t e e w a s c h a r g e d t o p r e p a r e r e m a i n s t o b e d e v e l o p e d . '
5 1 0 A S O B A T ( 1 9 6 6 , p i ) , ' T h e c o m m i t t e e d e f i n e s a c c o u n t i n g a s t h e p r o c e s s o f i d e n t i f y i n g , m e a s u r i n g ,
a n d c o m m u n i c a t i n g e c o n o m i c i n f o r m a t i o n t o p e r m i t i n f o r m e d j u d g m e n t s a n d d e c i s i o n s b y u s e r s o f t h e
i n f o r m a t i o n . '
5 1 1 S t a u b u s c o n t i n u e s , ' W h i l e i t w a s n o t a b l e t o c a r r y t h r o u g h a s f a r a s o n e m i g h t h a v e h o p e d , t h e
C o m m i t t e e ' s c o n t r i b u t i o n t o p o p u l a r i z i n g b o t h t h e d e c i s i o n - u s e f u l n e s s o b j e c t i v e a n d t h e s t a n d a r d s t o
b e u s e d a s c r i t e r i a f o r e v a l u a t i n g p o t e n t i a l a c c o u n t i n g i n f o r m a t i o n ( e s p e c i a l l y r e l e v a n c e , v e r i f i a b i l i t y ,
a n d f r e e d o m f r o m b i a s ) w a s i m m e n s e . O n e c a n o n l y s p e c u l a t e a b o u t t h e e x t e n t t o w h i c h t h e s u b s t a n t i a l
d i s s a t i s f a c t i o n w i t h a c c o u n t i n g p r a c t i c e s i n t h e l a t e 1 9 6 0 s a n d e a r l y 1 9 7 0 s w o u l d h a v e b e e n a v o i d e d i f
. . . ( A S O B A T ) h a d b e e n p r o d u c e d i n 1 9 5 7 ( a s i t a p p a r e n t l y c o u l d h a v e b e e n ) . I t d o e s s e e m c l e a r ,
h o w e v e r , t h a t i n t h e m i d - 1 9 7 0 s i t i s p l a y i n g a b i g r o l e i n t h e d e l i b e r a t i o n s o f a c c o u n t i n g p o l i c y - m a k i n g
b o d i e s , s u c h a s t h e F A S B a n d S E C . E v e r y s p o n s o r e d s t u d y o f f u n d a m e n t a l i d e a s i n a c c o u n t i n g s i n c e
1 9 6 6 h a s e m p h a s i z e d t h e d e c i s i o n - u s e f u l n e s s o b j e c t i v e , a n d s e v e r a l h a v e d e v e l o p e d s u b s t a n t i a l
s t r u c t u r e s o f i d e a s o n t h i s b a s i s . ' S t a u b u s ' s o p t i m i s m m i g h t b e q u e s t i o n e d a s s i m i l a r c r i t i c i s m s o f
p r e s c r i b e d a c c o u n t i n g p e r s i s t ( C l a r k e e t a i , 2 0 0 3 ) .
5 1 2 C h a m b e r s ( 1 9 9 8 , p 3 6 ) , ' T h i s , s u r e l y , w a s a p r o p e r p l a c e t o d e a l w i t h t h e l o g i c a l c o n d i t i o n s o f
a g g r e g a t i o n a n d r e l a t i o n - a n d m e a s u r e m e n t g e n e r a l l y . B u t , l i k e m o s t o t h e r p r o d u c t s o f c o m m i t t e e s a n d
b o a r d s i n t h e V . S . a n d e l s e w h e r e , A S O B A T h a d l i t t l e t o s a y a b o u t a c c o u n t i n g a s m e a s u r e m e n t . . . . [ I f ]
a c c o u n t i n g c o u l d b e s h o w n , b y a r g u m e n t a n d i l l u s t r a t i o n , t o b e a n e x e r c i s e i n m e a s u r e m e n t ,
n o n s e n s i c a l , s u p e r f l u o u s , m u t u a l l y c o n t r a d i c t o r y r u l e s c o u l d b e e l i m i n a t e d . '
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• d i s c u s s i o n o f ' e q u i t i e s ' ( P 7 ) , a n d
• s e c t i o n o n ' s t a n d a r d s o f d i s c l o s u r e ' ( P 8 ) .
H o w e v e r , a d e f i n i t i o n o f ' l i a b i l i t y ' m u s t b e i n f e r r e d f r o m a s t u d y o f t h e s e c t i o n
' e q u i t i e s ' ( P 7 ) .
O n e s u b d i v i s i o n o f ' e q u i t i e s ' o f a c o r p o r a t i o n i s ' l i a b i l i t y ' , w h i c h r e p r e s e n t t h e
i n t e r e s t s o r e q u i t i e s o f c r e d i t o r s w h i c h i n t u r n ' a r e c l a i m s a g a i n s t t h e e n t i t y a r i s i n g
f r o m p a s t a c t i v i t i e s o r e v e n t s w h i c h , i n t h e u s u a l c a s e , r e q u i r e f o r t h e i r s a t i s f a c t i o n t h e
e x p e n d i t u r e o f c o r p o r a t e r e s o u r c e s . ' H o w e v e r , f u r t h e r c r i t e r i a a r e r e q u i r e d r e g a r d i n g
' c l a i m s ' i f c o n s e n s u s o n a d e f i n i t i o n i s s o u g h t . S o m e s u c h c r i t e r i a m a y b e i n f e r r e d
f r o m p h r a s e s l i k e ' c o n t r a c t o r i n t e n t o f p a r t i e s ' i n t h e d i s c h a r g e o f a l i a b i l i t y .
H o w e v e r , v a g u e n e s s a p p e a r s i n t h e c a s e w h e r e s o m e c o w o r a t e s e c u r i t i e s m a y e x h i b i t
c h a r a c t e r i s t i c s o f b o t h c r e d i t o r a n d s t o c k h o l d e r i n t e r e s t s . 3 H e r e t h e s t a t e m e n t a d v i s e s
t h e s e c u r i t y b e c l a s s i f i e d a c c o r d i n g t o i t s ' d o m i n a n t c h a r a c t e r i s t i c s ' .
E x a c t l y w h e r e t h e t e r m ' o b l i g a t i o n ' f i t s i s u n c e r t a i n . I t i s u s e d o n c e i n t h e e q u i t i e s
s e c t i o n ; b u t i t i s u n c l e a r w h e t h e r i t i s t o b e r e g a r d e d a s a s y n o n y m f o r o r a s u b d i v i s i o n
o f e q u i t i e s . T h e r e m a i n i n g d i s c u s s i o n o f ' l i a b i l i t i e s ' i s a b o u t t h e i r m e a s u r e m e n t . T h e
i n i t i a l m e a s u r e i s ' t h e a g r e e d c a s h c o n s i d e r a t i o n o r i t s e q u i v a l e n t ' . F u r t h e r e a r t i c u l a r
i n s t a n c e s i n w h i c h m e a s u r e m e n t m a y p r e s e n t p r o b l e m s a r e t h e n c o n s i d e r e d . ' 4
F u r t h e r d o u b t s a r e r a i s e d a s t o t h e d e f i n i t i o n o f l i a b i l i t y b y r e f e r e n c e s f o u n d i n t h e
E x p i r e d C o s t s u b s e c t i o n a n d t h e S t a n d a r d s o f D i s c l o s u r e s e c t i o n . T h e f o r m e r s t a t e s
t h a t l i a b i l i t i e s a r e e s t a b l i s h e d b y ' t h e i s s u a n c e o f p r o d u c t g u a r a n t e e s , n o t i c e o f a d v e r s e
c o u r t r u l i n g s , a n d s i m i l a r e v e n t s ' ( P 6 ) . T h e s e a r e n o t r e c o n c i l e d w i t h t h e ' c l a i m s
a g a i n s t t h e e n t i t y ' i d e a .
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F i n a n c i a l s t a t e m e n t s a r e t o d i s c l o s e ' i n f o r m a t i o n c o n c e r n i n g t r a n s a c t i o n s s u c h a s
s t o c k o p t i o n s , p e n s i o n p l a n s , a n d l o n g - t e r m l e a s e a g r e e m e n t s , t h e r e s u l t s o f w h i c h
h a v e n o t b e e n r e f l e c t e d i n t h e a c c o u n t s ' ( P 8 ) . L i t t l e d i s c u s s i o n i s f o u n d o n w h e t h e r o r
n o t t r a n s a c t i o n s l i k e t h e s e c r e a t e a ' l i a b i l i t y ' , a l t h o u f h i t m a y b e i n f e r r e d t h a t s u c h
i t e m s m a y w e n f i t t h e ' c h a r a c t e r i s t i c s ' o f a l i a b i l i t y . 5 1
S 1 3
T
h e c a s e h e r e i s o f p r e f e r e n c e s h a r e s . T h e a r g u m e n t w a s a c c e p t e d b y S t a u b u s ( 1 9 5 8 ) b u t t h i s a n d
S t a u b u s ' c o m m e n t s w e r e c r i t i c i z e d b y L e o n a r d ( 1 9 5 8 , p 4 0 1 - 4 0 2 ) . V a g u e n e s s h e r e p e r s i s t s .
5 1 4 T h e s e i n c l u d e t h e t r e a t m e n t o f a p r e m i u m o r d i s c o u n t o n t h e f a c e v a l u e o f t h e l i a b i l i t y ( u s u a l l y f o r
b o n d s ) a n d t h e c o n v e r s i o n o f a c r e d i t o r i n t e r e s t i n t o a s t o c k h o l d e r i n t e r e s t w h e n d i s c h a r g i n g a l i a b i l i t y
b y t h e i s s u e o f s t o c k .
' " F o r e x a m p l e , q u e s t i o n s a r i s e o n w h e n a p r o d u c t g u a r a n t e e c o n s t i t u t e s a c l a i m a g a i n s t t h e e n t i t y .
F u r t h e r , e v e n i f c o n s e n s u s i s r e a c h e d o n t h a t q u e s t i o n , o p i n i o n s m a y v a r y o n i t s m e a s u r e .
5 1 6 T h i s a p p r o a c h i s r e f l e c t e d i n t h e ' D i s s e n t s t o t h e 1 9 5 7 r e v i s i o n ' ( A A A , 1 9 5 7 , p l O - I I ) . M o o n i t z , f o r
e x a m p l e , w o u l d i n c l u d e a n y ' f u t u r e t a x o b l i g a t i o n ' ( p l l ) i n t h e f i n a n c i a l s t a t e m e n t s p r o p e r , t h o u g h
s u p p o r t i n g r e a s o n i n g i s n o t s t a t e d h e r e .
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T h e s u p p l e m e n t a r y s t a t e m e n t s " ? t o t h e 1 9 5 7 R e v i s i o n p r o v i d e l i t t l e g u i d a n c e a s
r e g a r d s t h e d e f i n i t i o n o f l i a b i l i t i e s . F i r s t , l i a b i l i t i e s a r e d i s c u s s e d f r o m t h e p o i n t o f
v i e w o f t h e i d e n t i f i c a t i o n o f t h e e n t i t y o f t h e a c c o u n t i n g . I " S e c o n d , l i a b i l i t y i s s u e s
w e r e d i s c u s s e d w i t h i n t h e c o n t e x t o f t h e m a t c h i n g p r o c e s s . T h i s l e d t o t h e i n c l u s i o n o f
w a r r a n t i e s , p e n s i o n s a n d t a x e s . Q u e s t i o n s o f m o n e t a r y a m o u n t s f o l l o w e d . i ' " T h i r d ,
t h e c o n n e c t i o n b e t w e e n ' r e a l i z a t i o n ' a n d a ' c h a n g e i n a n a s s e t o r a l i a b i l i t y ' w a s
c o n s i d e r e d . V " I n a l l t h e s e c a s e s , p a r t i c u l a r l i a b i l i t y t y p e r e l a t i o n s h i p s a r e d i s c u s s e d
w i t h o u t r e s o r t t o a n e x p l i c i t d e f i n i t i o n o f ' l i a b i l i t y , . 5 2 1 T h e s c e n e i s s e t f o r d i s c u s s i o n
i n l a t e r S u p p l e m e n t s .
I n S u p p l e m e n t a r y S t a t e m e n t N o . 1 , t h e t e r m ' l i a b i l i t y ' i s u s e d w h e n c o n s i d e r i n g t h e
p u r c h a s e o f a n a s s e t ( A A A , 1 9 6 4 a , p 6 9 4 ) . T h e t e r m ' o b l i g a t i o n ' i s u s e d i n a s i m i l a r
w a y ( P 6 9 5 ) . I n S u p p l e m e n t a r y S t a t e m e n t N o . 2 , t h e t e r m ' l i a b i l i t y ' i s u s e d i n t h e
d e v e l o p m e n t o f a c o n c e p t o f r e a l i z a t i o n ( A A A , 1 9 6 4 b , p 7 0 8 - 7 0 9 ) b y i t b e i n g r e l a t e d
t o ' a c h a n g e i n a n a s s e t o r l i a b i l i t y ' . H o w e v e r , ' e q u i t i e s ' ( P 7 0 9 ) a r e u s e d w h e n
r e p o r t i n g t h e s e c h a n g e s . T h e S u p p l e m e n t a r y S t a t e m e n t o n R e a l i z a t i o n d i s c u s s e s t h e
r e p o r t i n g o f c h a n g e s i n l i a b i l i t i e s ( A A A , 1 9 6 5 , p 3 1 2 - 3 1 3 ) . I t s t a t e s t h a t d e f e r r e d
r e v e n u e , b e i n g u n r e a l i z e d , i s a l i a b i l i t y ( p 3 1 7 ) . I t a l s o u s e s t h e t e r m ' l i a b i l i t y ' w h e n
d e s c r i b i n g h o l d i n g g a i n s a n d l o s s e s ( P 3 1 8 ) . P r o b l e m s r e g a r d i n g u n f i l l e d o b l i g a t i o n s t o
c u s t o m e r s a r e i n t r o d u c e d , p a r t i c u l a r l y a s r e g a r d s w a r r a n t i e s a n d g u a r a n t e e s ( p 3 1 6 -
3 1 7 ) .
T h e S u p p l e m e n t a r y S t a t e m e n t o n t h e E n t i t y C o n c e p t d o e s n o t u s e t h e t e r m ' l i a b i l i t y '
a s s u c h . I n s t e a d , i t r e f e r s t o ' c r e d i t o r s ' a n d ' i n v e s t o r s ' a s b e i n g p a r t i e s i n t e r e s t e d i n
a c c o u n t i n g r e p o r t s ( A A A , 1 9 6 5 a , p 3 6 2 ) a n d e x a m i n e s t h e p r o b l e m o f a c c o u n t i n g f o r
l e a s e s ( p 3 6 3 - 3 6 4 ) . N o d e f i n i t e a n s w e r s a r e p r o v i d e d . T h e t e r m ' o b l i g a t i o n ' i s u s e d i n
t h i s e x a m i n a t i o n a n d t h e r e l a t i o n s h i p b e t w e e n ' l i a b i l i t y ' a n d ' o b l i g a t i o n ' i s n o t m a d e
5 1 ' T h e s t a t e d b r i e f f o r t h e s u p p l e m e n t s r e a d s , ' T h e c h a r g e o f t h i s c o m m i t t e e w a s t o c o n s i d e r , a n d t o
a d v i s e . . . w h a t s u b j e c t s s h o u l d b e r e v i e w e d a n d s t u d i e d . . . i n t h e p r e p a r a t i o n o f s t a t e m e n t s
s u p p l e m e n t a r y t o . . . 1 9 5 7 R e v i s i o n ' ( A A A , 1 9 6 4 , p 4 2 5 ) . A l t h o u g h a b r o a d e r s c o p e m i g h t s e e m
p o s s i b l e , a n a r r o w e r , m o r e p a r t i c u l a r a p p r o a c h w a s a d o p t e d i n p r i n c i p l e .
5 1 ' H e r e ( A A A , 1 9 6 4 , p 4 2 5 - 4 2 6 ) o n e f i n d s , ' T h e r e a r e d i f f i c u l t a n d u n a n s w e r e d q u e s t i o n s a b o u t . . .
g u a r a n t e e s o f i n d e b t e d n e s s f o r a f f i l i a t e d c o m p a n i e s . . . l i a b i l i t i e s f o r p u r c h a s e c o m m i t m e n t s t o
a f f i l i a t e d , b u t n o t c o n t r o l l e d c o m p a n i e s . '
5 1 ' S e e ( A A A , 1 9 6 4 , p 4 2 6 - 4 2 7 ) , ' T h e r a n k s o f e s t i m a t e d l i a b i l i t i e s w h i c h h a v e b e e n r e c o g n i z e d t o
a c c o m p l i s h a m o r e p r e c i s e m a t c h i n g h a v e b e e n s w e l l e d i n c r e a s i n g l y i n r e c e n t y e a r s . O n e o f t h e f i r s t o f
t h e e x p a n d e d g r o u p w a s t h e e s t i m a t e d l i a b i l i t y f o r w a r r a n t i e s . T w o c o n t r o v e r s i a l p r o b l e m s i n c u r r e n t
a c c o u n t i n g ( a r e ) w h e t h e r , a n d t o w h a t e x t e n t , t o r e c o g n i z e c u r r e n t l y t h e c o s t s o f p e n s i o n s t o b e p a i d i n
t h e f u t u r e ; a n d w h e t h e r a n d t o w h a t e x t e n t , t o a l l o c a t e i n c o m e t a x e s b e t w e e n p e r i o d s . '
5 2 0 T h e s e c t i o n ( A A A , 1 9 6 4 , p 4 2 7 - 4 2 8 ) h e a d e d ' Q u e s t i o n s f o r s t u d y ' i n c l u d e s ,
' 7 . P r o v i s i o n s f o r g u a r a n t e e s , r e t u r n s , a l l o w a n c e s , l o s s e s i n l i t i g a t i o n , a n d t a x e s p r i o r t o a s s e s s m e n t ,
s h o u l d b e r e l a t e d t o r e a l i z a t i o n i f t h e y d e t e r m i n e r e v e n u e . H o w ?
' 8 . . . . h a s a n a d d i t i o n t o t h e a s s e t s o n t h e b a l a n c e s h e e t b e e n r e a l i z e d w h e n t h e r i g h t t o u s e p r o p e r t y i s
o b t a i n e d t h r o u g h a l e a s e ? W h a t a b o u t t h e c o r r e s p o n d i n g o b l i g a t i o n ? H o w a r e b o t h m e a s u r e d ? . . .
' 9 . W h e n d o s u p p l y a n d s e r v i c e c o n t r a c t s g a i n r e c o g n i t i o n , I f a t a l l , a s r e a l i z e d a s s e t s a n d l i a b i l i t i e s ? '
5 2 1 P a s s i n g r e f e r e n c e a l s o a p p e a r s i n t h e s e c t i o n o n o b j e c t i v i t y ( A A A , 1 9 6 4 , p 4 3 1 ) , ' ( a ) S h o u l d p r e c i s e
m e a s u r e m e n t s ( p u r c h a s e s , p a y r o l l t a x e s , s e r v i c e c o n t r a c t s ) b e s e g r e g a t e d f r o m d a t a t h a t a r e l e s s
o b j e c t i v e l y d e t e r m i n a b l e ? '
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e x p l i c i t . T h e S u p p l e m e n t a r y S t a t e m e n t o n t h e M a t c h i n g C o n c e p t a l s o d o e s n o t u s e t h e
t e r m ' l i a b i l i t y ' . H o w e v e r , t h e t e r m ' o b l i g a t i o n ' i s u s e d w i t h r e s p e c t t o t h e c a l c u l a t i o n
o f p e n s i o n c o s t s ( P 3 7 2 ) a n d t h e n o t i o n o f d e f e r r e d t a x e s ( P 3 7 3 ) .
P o s s i b l e r e a s o n s f o r t h e n o n - e x p l i c i t , p e r h a p s h a p h a z a r d , t r e a t m e n t a f f o r d e d l i a b i l i t i e s
a r e o f c o u r s e c o n j e c t u r a l . P e r h a p s t h e c o m m i t t e e m e m b e r s c h a r g e d w i t h t h e
p r e p a r a t i o n o f t h e s u p p l e m e n t a r y s t a t e m e n t s w e r e s a t i s f i e d w i t h t h e c o v e r a g e o f
l i a b i l i t i e s i n t h e 1 9 5 7 R e v i s i o n p r o p e r ; a n y m a t t e r s r e g a r d i n g l i a b i l i t i e s m a y n o t h a v e
b e e n o f a p r e s s i n g n a t u r e . P e r h a p s t h e r e w a s s o m u c h p r e o c c u p a t i o n w i t h m a t t e r s l i k e
a s s e t s , c o s t s , e x p e n s e s a n d r e a l i z a t i o n t h a t t h e r e w a s l i t t l e t h o u g h t o n l i a b i l i t i e s .
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A n a p p r o a c h i n w h i c h ' l i a b i l i t y ' i s f i r s t d e f i n e d a s p a r t o f a n u n d e r l y i n g r e a s o n i n g w a s
s t i J I s o m e t i m e o f f . Y e t r e f e r e n c e t o w r i t i n g s o n l i a b i l i t i e s i n a c c o u n t i n g s h o w s
c o n t i n u i n g t e n s i o n s .
5 2 3
I t i s p o s s i b l e t o a r g u e t h a t a n y a b s t r a c t r e a s o n i n g t e n d e d t o b e
d i r e c t e d t o w a r d s a r e a s i n w h i c h i t e m s a r e d i s c u s s e d a s d i s t i n c t p r o b l e m s r e q u i r i n g
p a r t i c u l a r r u l e s . W h a t r e s u l t s i s d i v e r s i t y a n d d i s a g r e e m e n t . I s s u e s a r e e a s i l y s e e n a s
b e i n g s i m p l y r e c y c l e d a n d d e b a t e w i t h o u t r e s o l u t i o n . C e r t a i n l y , c r i t i c i s m o f t h e w o r k
o f t h e C A P w a s i n c r e a s i n g ( P r e v i t s & M e r i n o , 1 9 9 8 , p 3 1 0 - 3 1 2 ) .
O n S e p t e m b e r 1 , 1 9 5 9 , a n e w b o d y , t h e A c c o u n t i n g P r i n c i p l e s B o a r d ( A P B ) w a s
c r e a t e d b y t h e A I C P A t o a s s u m e r e s p o n s i b i l i t y f o r t h e t a s k s p r e v i o u s l y c a r r i e d o u t b y
t h e C A P ( J e n n i n g s , 1 9 5 8 ) . C h a n g e s i n t h e b u s i n e s s e n v i r o m n e n t ( i n c l u d i n g n e w f o r m s
o f f i n a n c e a n d c h a n g e s i n t h e t a x a t i o n l a w s ) a n d c o n t i n u e d d i s e n c h a n t m e n t w i t h
a l t e r n a t i v e A A P f o r t h e r e p o r t i n g o f s i m i l a r s i t u a t i o n s h a d l e d t o t h e c a l l f o r a n e w
b o d y . I t a p p e a r e d g r e a t e r f o c u s w o u l d b e g i v e n t o r e s e a r c h .
A t t h e s a m e t i m e , a S p e c i a l C o m m i t t e e ( 1 9 5 8 ) o f t h e A I C P A w a s e s t a b l i s h e d t o
c o n s i d e r g u i d e l i n e s f o r r e s u l t i n g r e s e a r c h ( Z e f f , 1 9 7 2 , p I 6 7 - 1 7 3 ; P r e v i t s & M e r i n o ,
1 9 9 8 , p 3 1 2 - 3 1 5 ) . T h e f i n d i n g s i n c l u d e d t h a t v a r i o u s p r o b l e m a r e a s r e q u i r e d a t t e n t i o n
a t f o u r l e v e l s :
• p o s t u l a t e s ,
• p r i n c i p l e s ,
• r u l e s o r o t h e r g u i d e s , a n d
• r e s e a r c h .
T h e r e q u i r e d d i f f e r e n t l e v e l s o f a b s t r a c t i o n w e r e t o s e e A c c o u n t i n g R e s e a r c h S t u d i e s
( A R S ) b e i n g i s s u e d a s a b a s i s f o r d i s c u s s i o n a n d c o m m e n t , t h e A R S t h e n r e v i e w e d i n
l i g h t o f s u b m i s s i o n s r e c e i v e d a n d , b a s e d o n t h e f i n d i n g s , a s t a t e m e n t o f A A P w o u l d
b e i s s u e d .
5 2 4
H o w e v e r A R S l ( M o o n i t z , 1 9 6 1 i
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a n d A R S 3 ( S p r o u s e a n d M o o n i t z ,
5 2 2 M a t t e r s l i k e a c c o u n t i n g f o r l e a s e s a n d p e n s i o n p l a n s t e n d e d t o b e t r e a t e d m o r e f r o m p o i n t s o f v i e w s
l i k e ' W h a t i s t h e a s s e t ? ' a n d ' W h a t i s t h e e x p e n s e t o b e m a t c h e d a g a i n s t r e v e n u e ? '
5 2 3 T w o p i o n e e r i n g w o r k s w e r e M o o n i t z ( 1 9 6 0 , p 4 2 ) , ' T h e d i v e r s i t y a n d v a r i e t y o f " l i a b i l i t i e s " . , . r a i s e
a r e a l q u e s t i o n a s t o t h e c o m m o n t h r e a d o r t h r e a d s w h i c h h o l d t h e m t o g e t h e r . . . . ' a n d T r u m b u l l ( 1 9 6 3 ,
p 1 2 7 ) , ' W h e n t o c l a s s i f y a g i v e n c r e d i t b a l a n c e a s a l i a b i l i t y h a s r e c e n t l y b e c o m e a q u e s t i o n o f g r e a t e r
i n t e r e s t . '
5 2 4 M o o n i t z , S p r o u s e , G r a d y ( 1 9 6 5 ) , G o l d b e r g ( 1 9 6 5 ) , t h e Z l a t k o v i c h C o m m i t t e e ( A A A , 1 9 6 6 ) a n d
o t h e r s , w e r e t o c o n t r i b u t e t o t h e s e a r c h f o r a t h e o r y t o u n d e r l i n e A A P , a p o s s i b l e i n f e r e n c e b e i n g t h a t
M a y ' s c o n v e n t i o n a l a c c o u n t i n g d i d n o t r e s o l v e d e b a t e s n o r p r o v i d e a n s w e r s t o p r o b l e m s .
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1 9 6 2 ) - b o t h a u t h o r s b e i n g f r o m t h e a c a d e m i c w i n g - o n p o s t u l a t e s a n d p r i n c i p l e s
r e s p e c t i v e l y w e r e c o n s i d e r e d t o o r a d i c a l a s t h e y w o u l d l e a d t o b a s i c c h a n g e s i n
c u r r e n t p r o c e d u r e s a n d p r a c t i c e s ( A I C P A S t a f f , 1 9 6 3 , 1 9 6 3 a ; Z e f f , 1 9 7 2 , p 1 7 3 -
1 7 8 ) . 5 2 6
G u s t a f s o n ( 1 9 7 0 ) l a t e r r e v i e w e d t h e c o n t r i b u t i o n o f A R S I & 3 i n l i g h t o f t h e w o r k o f
t h e A P B . H e ( P 6 0 ) c o n c l u d e d t h a t ' i n s p i t e o f a c e r t a i n a m o u n t o f h a r s h c r i t i c i s m ,
[ t h e y 1 h a v e m a d e v a l u a b l e c o n t r i b u t i o n s t o a c c o u n t i n g t h i n k i n g a n d s e v e r a l
r e c o m m e n d a t i o n s h a v e b e e n a d o p t e d b y t h e a c c o u n t i n g p r o f e s s i o n . , 5 2 7
T h e A P B i s s u e d t h i r t y - o n e O p i n i o n s a n d f o u r S t a t e m e n t s o n v a r i o u s m a t t e r s . T h e i r
c o n t e n t s h a d m u c h i n c o m m o n w i t h t h e w o r k o f t h e C A P . B o t h a s s e t s a n d l i a b i l i t i e s
w e r e s t i l l d e f i n e d i n t h e c o n t e x t o f t h e p r i m a c y o f t h e i n c o m e c a l c u l a t i o n b a s e d o n a
p r o p e r m a t c h i n g o f r e v e n u e a n d e x p e n s e s . A s s e t s a n d l i a b i l i t i e s c o n t i n u e d t o i n c l u d e
d e f e r r e d d e b i t s a n d d e f e r r e d c r e d i t s r e s p e c t i v e l y , w h i c h w e r e r e c o g n i s e d a n d
m e a s u r e d i n c o n f o r m i t y w i t h G A A P .
A n a p p r o a c h c o n t i n u e d w h e r e b y G A A P , r e s u l t i n g f r o m p a r t i c u l a r p r a c t i c e s b e i n g
q u e s t i o n e d , w e r e f o r m u l a t e d i n a h a p h a z a r d m a n n e r . W h i l e t h i s c o u l d b e s e e n a s
b e i n g e x p e d i e n t , a b u s e s c o n t i n u e d a n d n e w q u e s t i o n a b l e p r a c t i c e s w e r e i n t r o d u c e d t o
m e e t p a r t i c u l a r s i t u a t i o n s w h i c h , i n t u r n , g i v e n t h e l a c k o f u n d e r l y i n g r e a s o n i n g t o
g u i d e d e v e l o p m e n t , l e d t o i n c o n s i s t e n t a n s w e r s a n d p r o b l e m s o f e x c e s s i v e v a r i a t i o n s
i n r e p o r t i n g t h e a f f a i r s o f c o m p a n i e s ( K e m p , 1 9 7 0 , p 5 7 ) .
P e r c e i v e d p r o b l e m s a r o s e f r o m m o s t m e m b e r s o f t h e A P B b e i n g p a r t n e r s o f
a c c o u n t i n g f i r m s w h o r e m a i n e d i n p r a c t i c e d u r i n g t h e i r t e n u r e w i t h t h e A P B . T h e
r e s o u r c e s o f t h o s e f i r m s w e r e c a l l e d u p o n i n r e s e a r c h i n g a n d c o n s i d e r i n g p a r t i c u l a r
i s s u e s . T o s o m e i n s i d e a n d o u t s i d e t h e p r o f e s s i o n , t h e i n d e p e n d e n c e o f t h e w o r k a n d
r e s u l t i n g f i n d i n g s w a s q u e s t i o n a b l e - t h e p r o c e s s h a d b e e n ' c a p t u r e d ' ( C h a t o v , 1 9 7 5 ,
p 2 2 2 - 2 2 3 ; 2 2 6 - 2 3 0 ) .
T h e A P B t o o e s t a b l i s h e d G A A P f r o m a m o n g t h e a l t e r n a t i v e p r a c t i c e s w h i c h h a d b e e n
d e v e l o p e d b y c o r p o r a t e m a n a g e m e n t i n v a r i o u s i n d u s t r i e s . A t t h a t t i m e , c o r p o r a t e
m a n a g e m e n t b e l i e v e d s u c c e s s w a s m e a s u r e d b y i n t e r e s t e d p a r t i e s b y a s t a b l e g r o w t h
5 2 5 M o o n i t z t o o w a s t o b e f r u s t r a t e d b y i s s u e s m e t b y C h a m b e r s . M o o n i t z ( 1 9 6 3 , p 4 2 ) l a m e n t s , ' T h e y
c a n n o t s o l v e a l l t h e p r o b l e m s t h e p r o f e s s i o n f a c e s , a n y m o r e t h a n t h e " l a w s " o f p h y s i c s c a n b u i l d a
b r i d g e , b u t t h e y c a n g i v e a c c o u n t i n g t h e f r a m e o f r e f e r e n c e i t m u s t h a v e . . . . I n o r d e r t o d o a l l t h i s ,
r e s e a r c h w a s n e c e s s a r y , a n d t h i s r e s e a r c h w a s t o b e " s o m e t h i n g m o r e t h a n a s u r v e y o f e x i s t i n g
p r a c t i c e " . '
T h e C o l l e c t i o n c o n t a i n s e x c h a n g e s d u r i n g t h e s e t i m e s b e t w e e n C h a m b e r s a n d M o o n i t z ( U S A P 2 0 2 ,
B o x 2 1 , # 7 6 9 8 t o # 7 7 1 2 i n c l u s i v e , # 7 7 1 4 a n d # 7 7 1 7 ) . C h a m b e r s c r i t i q u e d d r a f t s a n d d e b a t e d i s s u e s
w i t h M o o n i t z . A s w e l l , s e e C h a m b e r s ( I 9 6 4 b ) .
5 2 6 S t a u b u s ( \ 9 7 7 , p 2 4 - 2 5 ) c o m m e n t s , ' O t h e r p r o m i n e n t e x a m i n a t i o n s o f a c c o u n t i n g p r i n c i p l e s i n t h a t
e r a a l s o f a i l e d t o a d o p t t h e d e c i s i o n - u s e f u l n e s s a p p r o a c h . M o o n i t z ( 1 9 6 1 , p p 4 - 5 ) r e j e c t e d t h e i d e a
b e c a u s e h e d i d n o t f e e l t h a t a c c o u n t a n t s c o u l d a n s w e r t h e q u e s t i o n s , " U s e f u l t o w h o m ? " a n d , " F o r w h a t
p u r p o s e ? " T h e s u b s e q u e n t S p r o u s e - M o o n i t z ( \ 9 6 2 ) m o n o g r a p h a l s o r e j e c t e d t h e a p p r o a c h . '
5 2 7 T h e s e i n c l u d e d a c c o u n t i n g f o r i n s t a l m e n t s a l e s , c o r r e c t i o n s t o p r i o r p e r i o d r e s u l t s , f i n a n c i a l l e a s e s
a n d t h e t r e a t m e n t o f b o n d d i s c o u n t s a n d p r e m i u m s .
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p a t t e r n o f e a r n i n g s w h i c h r e s u l t e d i n i n c r e a s i n g p r i c e s o f t h e i r s h a r e s . I t r e m a i n e d
a d v a n t a g e o u s t o h a v e a c c e s s t o f l e x i b l e G A A P .
T h e h i s t o r y o f t h e A P B a n d i t s d e m i s e a r e w e l l c o v e r e d b y Z e f f ( 1 9 7 2 , p 1 7 8 - 2 6 8 ) .
R e c y c l i n g o f a p p a r e n t l y u n r e s o l v a b l e d e b a t e s c o n t i n u e d , p e r h a p s q u i c k e n i n g A P B ' s
d e m i s e .
D u r i n g t h i s p e r i o d , a m o n o g r a p h w a s p r e p a r e d b y a S t u d y G r o u p f r o m t h e U n i v e r s i t y
o f I l l i n o i s ( 1 9 6 4 ) . D i s s a t i s f i e d w i t h t h e s t a t e o f a c c o u n t i n g t h e o r y 5 2 8 a n d t h e v a r i o u s
a t t e m p t s t o f o r m u l a t e o n e , t h e y s o u g h t ' r e a l i s m o f c o n c l u s i o n s ' a n d t h e u s e o f
' i n t e r n a l c o n s i s t e n c y a n d l o g i c ' . A r g u a b l y , t h e a p p r o a c h i n c l u d e d r e s o r t t o r e s e a r c h
m e t h o d s
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i n v o l v i n g p r o c e s s e s o f i n d u c t i o n a n d d e d u c t i o n w i t h i n a c o n t e x t o f
p r a c t i c e .
A c o n s i s t e n t l o g i c a l a p p r o a c h i s n o t , h o w e v e r , n e c e s s a r i l y i n e v i d e n c e f r o m t h e
t r e a t m e n t o f ' l i a b i l i t y ' i n t h e s t u d y . T h e t e r m i s u s e d r e g u l a r l y 5 3 0 t h r o u g h o u t , t h e
m a j o r d i s c u s s i o n b e i n g f o u n d i n t h e s e c t i o n ( P 1 7 ) o n ' A c c o u n t i n g C o n c e p t s ' . H e r e , i n
a m a t t e r o f s o m e 3 0 0 w o r d s , o n e f i n d s t h e t e r m s ' l i a b i l i t y ' , ' e q u i t i e s ' , c l a i m s ' a n d
' o b l i g a t i o n s ' u s e d r a t h e r i n d i s c r i m i n a t e l y .
T h e d i s c u s s i o n c o m m e n c e s w i t h t h e s t a t e m e n t t h a t t h e t e r m ' l i a b i l i t y ' i s s o m e t i m e s
u s e d a s a s y n o n y m f o r ' e q u i t i e s ' i n a c c o u n t i n g . I t w o u l d a p p e a r t h a t t h e s t u d y g r o u p
i t s e l f u s e s ' l i a b i l i t y ' i n t h i s s e n s e . T h e e a r l i e s t r e f e r e n c e ( P S ) i s t o ' a c c o u n t i n g f o r
a s s e t s a n d l i a b i l i t i e s ' . O n e i n f e r e n c e i s t h a t t h e s e a r e t h e k e y e l e m e n t s . H o w e v e r ,
w h e n l i n k e d t o t h e s t a t e m e n t ( P 1 4 ) t h a t ' t h e t o t a l e q u i t i e s i n a n e n t e r p r i s e a r e a l w a y s
e q u a l t o i t s t o t a l a s s e t s ' , i t s e e m s t h e e q u i t y o f o w n e r s i s a d e r i v e d e l e m e n t . T h i s i s
s u p p o r t e d b y t h e s t a t e m e n t ( P 1 7 ) t h a t ' o w n e r s h i p e q u i t i e s d i f f e r f r o m l i a b i l i t i e s . '
H o w e v e r , p r o b l e m s o f t e r m i n o l o g y a r i s e f r o m t h e s t a t e m e n t t h a t l i a b i l i t y / e q u i t y
i n c l u d e s a l l r e c o g n i s e d ' c l a i m s ' a g a i n s t t h e e n t e r p r i s e . ' C l a i m s ' m a y b e a
• s y n o n y m f o r l i a b i l i t y / e q u i t y ,
• n a r r o w e r s u b d i v i s i o n , o r
• b r o a d e r c l a s s .
T e r m i n o l o g i c a l p r o b l e m s a r e c o m p o u n d e d f r o m i n f e r e n c e s p o s s i b l e b y t h e u s e o f
' r e c o g n i s e d ' w h e n l i n k e d t o ' c l a i m s ' . W h i l e t h e s e p r o b l e m s a r e n o t e x p l i c i t l y
c o v e r e d , d i s c u s s i o n c o n t i n u e s o n ' e q u i t i e s ' . I t i s a r g u e d t h a t t w o p r i n c i p a l c l a s s e s o f
e q u i t i e s a r e ' r e c o g n i s e d ' i n a c c o u n t i n g :
• t h o s e w h i c h a r e r e s i d u a l i n n a t u r e , a n d
• t h o s e w h i c h a r e o b l i g a t i o n s t o b e m e t i n t h e o r d i n a r y c o u r s e o f b u s i n e s s .
5 2 8 A s i m p l i e d b y t h e s t a t e d p u r p o s e o f t h e m o n o g r a p h , S t u d y G r o u p , ( 1 9 6 4 , P r e f a c e ) , ' T h i s s t u d y
a t t e m p t s t o e x p r e s s a n d e x p l a i n i n c o n c i s e t e r m s t h e c o r e o f a g e n e r a l t h e o r y o f a c c o u n t i n g . '
5 2 9 S t u d y G r o u p ( 1 9 6 4 , P r e f a c e ) , ' T h r o u g h o u t t h e s t u d y w e c o n t i n u a l l y r e l a t e d o u r c o n c l u s i o n s t o o u r
k n o w l e d g e o f b u s i n e s s a n d a c c o u n t i n g p r a c t i c e . W e w e r e c o n c e r n e d w i t h t h e r e a l i s m o f o u r
c o n c l u s i o n s a s w e l l a s w i t h t h e i r i n t e r n a l c o n s i s t e n c y a n d l o g i c . '
5 3 0 S e e p S , 1 0 , 1 2 - 1 3 , I S , 1 7 - 1 8 , 2 0 - 2 2 , 2 6 , a n d 2 8 - 3 0 .
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T h e r e a d e r b e c o m e s a w a r e t h a t p e r h a p s t h e t e r m s l i a b i l i t y a n d e q u i t y m a y n o t b e
s y n o n y m s . P ! r e i n f o r c i n g c o n f u s i o n a s t o t h e r e l a t i o n s h i p o f ' o b l i g a t i o n ' t o ' e q u i t y '
a n d t h u s t o ' c l a i m ' a n d ' l i a b i l i t y ' .
A r g u a b l y , t h e t e r m ' l i a b i l i t y ' i s t o b e u s e d t o r e f e r t o t h e s e c o n d c l a s s o f ' e q u i t y '
m e n t i o n e d a b o v e . W h e r e a s t h e f i r s t c l a s s , t h o s e r e s i d u a l i n n a t u r e , d o n o t l e g a l l y
r e q u i r e a s s e t d i s b u r s e m e n t p r i o r t o t e r m i n a t i o n o f t h e e n t e r p r i s e , t h e s e c o n d c l a s s m u s t
b e s a t i s f i e d b y t h e d i s b u r s e m e n t o f a s s e t s o r t h e r e n d e r i n g o f s e r v i c e s . I n t h e
d e f i n i t i o n g i v e n o f l i a b i l i t y , i t i s s t a t e d :
L i a b i l i t i e s ( i ) a r e c l a i m s a g a i n s t a n e n t e r p r i s e r e s u l t i n g f r o m t r a n s a c t i o n s
w h e r e b y
( a ) t h e e n t e r p r i s e r e c e i v e s g o o d s a n d s e r v i c e s , t h u s
c r e a t i n g a n o b l i g a t i o n t o p a y f o r t h e s e g o o d s a n d
s e r v i c e s ;
( b ) l e g a l l y e n f o r c e a b l e c l a i m s h a v e b e e n e s t a b l i s h e d ;
( i i ) m u s t b e m e a s u r a b l e i n m o n e t a r y t e r m s .
T h i s r a t h e r c o n f u s e d s t a t e o f a f f a i r s i s s u m m a r i s e d i n F i g u r e 6 . 2 .
F i g u r e 6 . 2 D e f i n i t i o n o f ' L i a b i l i t i e s ' i n A c c o u n t i n g
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L
=
r
R
E w h i c h i n c l u d e s a l l r e c o g n i s e d C
I
= p e r h a p s ?
L
r
o t o p a y f o r
I
C w h i c h a r e l e g a l l y
E n f o r c e a b l e
W h e r e L = a u s a g e o f t h e t e r m ' l i a b i l i t y ' r e j e c t e d b y i m p l i c a t i o n
E = e q u i t i e s
C = c l a i m s
R = r e s i d u a l e q u i t i e s
o = o b l i g a t i o n s
L = p r e f e r r e d u s a g e o f l i a b i l i t y .
T h e p o t e n t i a l c i r c u l a r i t y i n u s e o f t e r m s i n t h e d e f i n i t i o n r e f u t e s a n y c l a i m o f l o g i c a l
c o n s i s t e n c y . ' E q u i t i e s ' a r e d i s c u s s e d i n t e r m s o f ' c l a i m s ' a n d s u b d i v i d e d i n t o
' r e s i d u a l e q u i t i e s ' a n d ' o b l i g a t i o n s ' ; ' o b l i g a t i o n s ' a r e t h e n t e r m e d ' l i a b i l i t i e s ' w h i c h
a r e d e f i n e d i n t e r m s o f ' o b l i g a t i o n s t o p a y f o r ' a n d ' l e g a l l y e n f o r c e a b l e c l a i m s ' . T h e
5 3 1 T h i s i s b y i m p l i c a t i o n o n l y , h o w e v e r . N o w h e r e i n t h e s t u d y i s t h i s s t a t e d e x p l i c i t l y .
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u s e o f q u a l i f y i n g w o r d s / p h a s e s / c l a u s e s ( l i k e ' r e c o g n i s e d ' , ' t o p a y f o r ' o r ' w h i c h a r e
l e g a l l y e n f o r c e a b l e ' ) a s s u m e a n e l e m e n t o f i m p o r t a n c e h e r e a s t h e y h i n t a t d i f f e r e n t
u s a g e s . H o w e v e r , i f o n e s e e k s a d e f i n i t i o n o f t h e t e r m ' l i a b i l i t y ' , t h e n a t i g h t ,
c o n s i s t e n t u s a g e o f t e r m s i s r e q u i r e d , n o t a v a g u e a n d c o m p l e x u s a g e o f t h e s a m e , o r
s i m i l a r , t e r m s t h a t s e e m t o d i f f e r s l i g h t l y .
T h e s e c t i o n o n A c c o u n t i n g C o n c e p t s c o n c l u d e s w i t h a d i s c u s s i o n o f s e l e c t e d i t e m s
w h i c h a r e i n c l u d e d o r e x c l u d e d f r o m ' l i a b i l i t y ' . F i r s t , i t i s s t a t e d t h a t a c o n t i n g e n t
c l a i m m a y r e q u i r e r e c o g n i t i o n f o r r e p o r t i n g p u r p o s e s a l t h o u g h i t i s n o t a l i a b i l i t y a s i t
i s n o t m e a s u r a b l e i n m o n e t a r y t e r m s . S e c o n d , i t e m s t o b e i n c l u d e d a r e t h e u s u a l
p a y a b l e s w h i c h a r e g e n e r a l l y s e t t l e d i n c a s h a n d u n e a r n e d r e v e n u e s o r d e f e r r e d
i n c o m e w h i c h a r e g e n e r a l l y s e t t l e d b y r e n d e r i n g s e r v i c e s . T h i r d , i t e m s e x c l u d e d a r e
t h e e q u i t i e s o f o w n e r s w h e n t h e r e i s a n a b s e n c e o f a r e q u i r e m e n t f o r t h e s e e q u i t i e s t o
b e s a t i s f i e d a t a d e t e r m i n a b l e f u t u r e d a t e . I t w o u l d f o l l o w t h a t s u c h e q u i t i e s a r e
l i a b i l i t i e s i f t h e d a t e f o r t h e i r s a t i s f a c t i o n i s d e t e r m i n e d .
5 3 2
F o u r t h , i t e m s w h i c h m a y
b e e i t h e r i n c l u d e d o r e x c l u d e d a r e d e f e r r e d c r e d i t s a n d s p e c i a l i t e m s . F o r d e f e r r e d
c r e d i t s t o b e c o n s i d e r e d , i n v e s t i g a t i o n o f t h e c h a r a c t e r i s t i c s t h e y e x h i b i t e d i s r e q u i r e d .
F o r s p e c i a l i t e m s w h e r e i t i s u n c l e a r w h e t h e r t h e y a r e l i a b i l i t i e s o r r e s i d u a l e q u i t i e s ,
r e s o r t i s h a d t o t h e d o m i n a n t c h a r a c t e r i s t i c s e x h i b i t e d .
T h e s t u d y a d d e d t o t h e v a g u e , n o w m o r e c o m p l e x w r i t i n g s o n l i a b i l i t i e s . U n d e r l y i n g
r e a s o n i n g t o s t r u c t u r e d e b a t e s w a s s t i l l n e e d e d . H o w e v e r , n o d e f i n i t i o n o f t h e c o n c e p t
w a s f o u n d i n A S O B A T ( A A A , 1 9 6 6 ) . R a t h e r i n f e r e n c e s m u s t b e m a d e f r o m t h e u s e
o f t e r m s a n d r e l a t e d c o n c e p t s l i k e c r e d i t o r o r o b l i g a t i o n a s w e l l a s f r o m p a r t i c u l a r
c a s e s o r r e l a t i o n s h i p s .
T h e t e r m m o s t f r e q u e n t l y u s e d i s ' c r e d i t o r ' . I t i s p r i m a r i l y u s e d i n t h e s e n s e o f a p a r t y
i n t e r e s t e d i n i n f o r m a t i o n a b o u t a n e n t e r p r i s e a s t h e y p r o v i d e c r e d i t . T h a t t h e y h a v e
c e r t a i n c h a r a c t e r i s t i c s i s a c k n o w l e d g e d b y t h e s u g g e s t i o n ( A A A , 1 9 6 6 , p 2 l - 2 2 ) t h a t
t h o s e w h o ' c o n t r a c t t o b u y m a j o r a m o u n t s o f p r o d u c t s o r s e r v i c e s o v e r l o n g p e r i o d s o f
t i m e ' a s s u m e t h e c h a r a c t e r i s t i c s o f a c r e d i t o r - t y p e r e l a t i o n s h i p . T h e s e c h a r a c t e r i s t i c s
a r e n o t e x p l i c i t l y s t a t e d . I n a n o t h e r u s a g e ( P S ? ) t h e n o t i o n o f ' c r e d i t o r c l a i m s ' i s
r e g a r d e d a s b e i n g ' u s e f u l ' a s a m e a n s o f e x p r e s s i n g g o a l s i f a c c o u n t i n g i s t o s e r v e i n
' t h e p l a r m i n g f u n c t i o n ' .
T h e t e r m ' o b l i g a t i o n ' i s u s e d i n t w o d i s t i n c t s e n s e s . T h e f i r s t ( P 1 2 ) i s t o t h e o b l i g a t i o n
o f t h e a c c o u n t a n t t o p r e s e n t i n f o r m a t i o n o f a c e r t a i n t y p e .
m
T h e s e c o n d i s f o u n d i n
A p p e n d i x A ( P ? 3 ) i n t h e r e f e r e n c e t o ' a l l r e s o u r c e s , o b l i g a t i o n s , a n d e q u i t i e s f o u n d i n
a n a c c o u n t i n g e n t i t y . ' F r o m t h i s i t m a y b e i n f e r r e d t h a t t h r e e d i s t i n c t c l a s s e s o f i t e m s
a r e t o b e f o u n d i n f i n a n c i a l s t a t e m e n t s o f a n e n t i t y . H o w e v e r , i n t h e s e t s o f i l l u s t r a t i v e
s t a t e m e n t s f o r t h e h y p o t h e t i c a l X Y Z C o m p a n y i n A p p e n d i x B ( p 8 2 & 8 4 ) t h e b a l a n c e
s h e e t h a s t w o g r o u p s - ' a s s e t s ' a n d ' e q u i t i e s ' ; t h e l a t t e r a r e s u b d i v i d e d i n t o ' t o t a l
l i a b i l i t i e s ' a n d ' t o t a l s t o c k h o l d e r s ' e q u i t y ' . ' L e a s e o b l i g a t i o n s ' a r e l i s t e d a m o n g t h e
s u b c l a s s e s o f ' t o t a l l i a b i l i t i e s ' . F i g u r e 6 . 3 s u m m a r i s e s t h e l o g i c a l l y i n c o m p a t i b l e
5 3 2 T h u s P r e f e r e n c e S h a r e s r e d e e m a b l e a t a p a r t i c u l a r d a t e w o u l d b e a l i a b i l i t y . H o w e v e r , u n r e s o l v e d
i s s u e s h e r e w o u l d c o n t i n u e t o b e r a i s e d d e c a d e s l a t e r ( N a i r e t a i , 1 9 9 0 ) .
5 3 3 I n a s i m i l a r w a y , r e f e r e n c e ( p 4 0 - 4 1 ) i s m a d e t o ' t h e a c c o u n t a n t ' s O b l i g a t i o n s t o t h i r d p a r t i e s o r
s o c i e t y i n g e n e r a l ' . ' R e s p o n s i b i l i t i e s " o f a c c o u n t a n t s a r e d i s c u s s e d i n t h e s a m e s e c t i o n .
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u s a g e s . I t w o u l d s e e m t o r e q u i r e a h i e r a r c h y o f t e r m s u s e d i n a n i n t e r c o n n e c t e d
m a n n e r .
A p a s s i n g r e f e r e n c e t o ' o b l i g a t i o n ' i s a l s o f o u n d i n t h e s e c t i o n o n ' e x e c u t o r y
c o n t r a c t s ' . O n e r e c o m m e n d a t i o n ( p 1 9 ) b y t h e c o m m i t t e e s u g g e s t s ' g r e a t e r r e c o g n i t i o n
o f e x e c u t o r y c o n t r a c t s ' . 5 3 4 T h i s a p p a r e n t l y a r i s e s f r o m t h e s i t u a t i o n f o u n d i n p a r t i c u l a r
p r o b l e m s m e t i n t h e r e p o r t i n g o f l i a b i l i t i e s .
5 3 5
S u c h r e a s o n i n g i s c o n s i s t e n t w i t h a
p i e c e m e a l a p p r o a c h r ' " t o t h e f o r m u l a t i o n o f a n u n d e r l y i n g r e a s o n i n g . I n s u p p o r t , i t
( P 3 2 ) i s a r g u e d , ' M a n y . . . c o n t r a c t s m e e t t h e s t a n d a r d s o f v e r i f i a b i l i t y , f r e e d o m f r o m
b i a s , a n d q u a n t i f i a b i l i t y a t l e a s t a s w e l l a s o t h e r r e p o r t e d e v e n t s . ' H o w e v e r , t o i d e n t i f y
t h e ' m a n y c o n t r a c t s ' t o b e r e p o r t e d , a n e x p l i c i t d e f i n i t i o n o f l i a b i l i t y i s r e q u i r e d s o
t h a t w h e t h e r t h o s e c o n t r a c t s m e e t t h e c r i t e r i a a n d b e i n c l u d e d i n t h e r e p o r t m a y b e
t e s t e d . T h a t s o m e i t e m s d o m e e t c e r t a i n i m p l i c i t c r i t e r i a i s s e e n f r o m t h e i t e m s b e i n g
s h o w n a s ' l i a b i l i t i e s ' o n t h e i l l u s t r a t i v e b a l a n c e s h e e t s i n A p p e n d i x B ( p 8 2 & 8 4 ) .
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, , , T h e r e c o m m e n d a t i o n ( p 3 3 ) r e a d s , ' T h e r e f o r e , t h e C o m m i t t e e r e c o m m e n d s t h e r e p o r t i n g o f a l l l o n g -
t e r m l e a s e s , m a t e r i a l a n d n o n - r e p e t i t i v e p u r c h a s e c o m m i t m e n t s , p e n s i o n p l a n s , a n d e x e c u t i v e
c o m p e n s a t i o n c o n t r a c t s i n c l u d i n g s t o c k o p t i o n s o r d e f e r r e d p a y m e n t s a n d t h e l i k e i n d o l l a r t e r m s i n t h e
r e g u l a r f r a m e w o r k o f t h e s t a t e m e n t s . '
s s s S e e ( p 3 2 ) , ' P r e s e n t a c c o u n t i n g a l s o g e n e r a l l y i g n o r e s , e x c e p t i n s p e c i a l c i r c u m s t a n c e s , t r a n s a c t i o n s
i n v o l v i n g a n e x c h a n g e o f a p r o m i s e f o r a p r o m i s e . L e a s e s , p u r c h a s e c o m m i t m e n t s , e x e c u t i v e a n d o t h e r
l a b o r c o n t r a c t s a r e g e n e r a l l y d e n i e d r e c o g n i t i o n u n t i l t h e s e r v i c e s o r g o o d s s p e c i f i e d i n t h e c o n t r a c t a r e
e i t h e r u s e d , d e l i v e r e d , o r p a i d f o r . '
5 3 6 T h i s a p p r o a c h w a s q u e s t i o n e d i n t h e o r i g i n a l 1 9 3 6 S t a t e m e n t a n d R e v i s i o n s .
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A f u r t h e r r e f e r e n c e i s m a d e t o e x e c u t o r y c o n t r a c t s w h e n d i s c u s s i n g t h e o b t a i n i n g o f
c u r r e n t - c o s t d a t a ( p 7 4 ) . I t i s p o i n t e d o u t t h a t ' a c c r u e d g a i n s o n p u r e l y e x e c u t o r y
c o n t r a c t s - f u t u r e s c o n t r a c t s - a r e r e c o r d e d a n d r e p o r t e d ' i n t h e i n v e n t o r y a m o u n t o f
e n t i t i e s i n c e r t a i n a g r i c u l t u r a l a n d m i n i n g i n d u s t r i e s . W h i l e t h e s e a r e i s s u e s o f a s s e t
d e f i n i t i o n , r e c o g n i t i o n a n d m e a s u r e m e n t , r e l a t e d l i n k s t o i s s u e s f o r l i a b i l i t i e s a r i s i n g
f r o m e x e c u t o r y c o n t r a c t s a r e n o t d i s c u s s e d .
A r e c o m m e n d a t i o n i s m a d e ( P I 9 ) t h a t ' r e l e v a n t ' d e f e r r e d i n c o m e t a x e s s h o u l d b e
r e c o g n i z e d a n d r e p o r t e d i n a c c o u n t i n g s t a t e m e n t s . T h e d i s c u s s i o n ( P 3 4 - 3 5 ) i s r a t h e r
i n c o n c l u s i v e . T h e ' r e l e v a n c e ' o f d e f e r r e d t a x e s t o t h e u s e r s o f e x t e r n a l r e p o r t s i s
s t a t e d , e s p e c i a l l y i n a c o n t e x t o f t h e p r e d i c t i o n o f c a s h f l o w s . H o w e v e r , i t i s a d m i t t e d
t h a t i n s o m e c a s e s t h e r e l e v a n c e o f d e f e r r e d t a x e s i s ' l e s s c l e a r ' , m a k i n g i t ' a p r o b l e m
r e q u i r i n g f u r t h e r a n a l y s i s . ' 5 3 7 B o t h ' D e f e r r e d F e d e r a l I n c o m e T a x e s P a y a b l e ' a n d
' E s t i m a t e d T a x e s o n I n c r e a s e s t o C u r r e n t C o s t ' a r e i n c l u d e d a s ' l i a b i l i t i e s ' i n t h e
i l \ u s t r a t i v e b a l a n c e s h e e t s ( p 8 2 & 8 4 ) . B r i e f d i s c u s s i o n ( P 8 3 ) i s g i v e n a s
' j u s t i f i c a t i o n ' , b u t , w i t h o u t a d e f i n i t i o n o f ' l i a b i l i t y ' , t h e l i n k s e e m s r a t h e r t e n u o u s .
I n A S O B A T , t h e f i r s t m e n t i o n o f t h e t e r m ' l i a b i l i t y ' ( P 2 7 ) c o m e s q u i t e u n e x p e c t e d l y
i n t h e f o r m o f a n e x a m p l e t o s u p p o r t a s t a n d a r d o f v e r i f i a b i l i t y r e q u i r e d o f a c c o u n t i n g
d a t a p r e s e n t e d t o e x t e r n a l u s e r s .
5 3 8
T h e t e r m i s n o t u s e d a g a i n i n t h e b o d y o f t h e
s t a t e m e n t p r o p e r .
5 3 9
I t m a y b e i n f e r r e d f r o m p a r t i c u l a r i t e m s i n c l u d e d i n t h e
i l \ u s t r a t i v e b a l a n c e s h e e t s t h a t ' l i a b i l i t i e s ' a r e a c l a s s o f e q u i t i e s , b u t l o g i c a l l i n k s
a m o n g v a r i o u s t e r m s l i k e ' e q u i t i e s ' , ' o b l i g a t i o n s ' a n d ' l i a b i l i t i e s ' a r e n o t m a d e
e x p l i c i t . O t h e r t e r m s a l s o a p p e a r i n t h e s t a t e m e n t - ' d e b t ' ( P 2 4 ) , ' c l a i m s ' ( P 5 7 ) - a s
d o r e f e r e n c e s t o s p e c i f i c i t e m s l i k e ' b o n d s ' a n d ' m o r t g a g e n o t e s ' ( P 7 5 ) . A g a i n t h e i r
p l a c e i n a h i e r a r c h y o f t e r m s i s n o t m a d e e x p l i c i t .
A S O B A T d o e s n o t e f f e c t i v e l y d e a l w i t h i s s u e s o f t e r m i n o l o g y i n g e n e r a l o r o f
l i a b i l i t i e s i n ~articular. T h i s i s r a t h e r i n t r i g u i n g g i v e n t h e a w a r e n e s s o f t h e n e e d f o r
d e f i n i t i o n s . 5 4
A P B S t a t e m e n t N o . 4 ( A P B , 1 9 7 0 , p 3 5 - 3 8 ) ' w a s t h e f i r s t A I C P A d o c u m e n t t o
r e c o g n i z e [ e x p l i c i t l y ] t h e d e c i s i o n - u s e f u l n e s s o b j e c t i v e . I t a l s o e m p h a s i z e d q u a l i t a t i v e
5 3 7 H u b b a r d ( 1 9 6 6 , p 6 1 6 ) , ' W h y i s i t t h a t s o m a n y a c c o u n t a n t s ' s t u d i e s h a v e o n l y t e n t a t i v e
r e c o m m e n d a t i o n s a n d c o n c l u d e t h a t f u r t h e r s t u d y i s n e e d e d ! '
5 3 8 S e e ( p 2 7 ) , ' F o r e x a m p l e , e v e n s t a t i s t i c a l l y d e t e r m i n e d . . . p e n s i o n l i a b i l i t i e s , a n d c e r t a i n o t h e r
l i a b i l i t i e s , s u c h a s t h o s e f o r p r o d u c t g u a r a n t e e s , a r e e s t i m a t e s t h a t t y p i c a l l y h a v e w e l l b e l o w 1 0 0 p e r
c e n t c e r t a i n t y . '
5 3 9 I n A p p e n d i x A , t h e s c o p e o f d i s c u s s i o n n e e d e d c o n c e r n i n g t h e m e a n s o f o b t a i n i n g c u r r e n t - c o s t d a t a
a b o u t ' a v a r i e t y o f s h o r t - t e r m l i a b i l i t i e s ' ( p 7 3 ) i s r a i s e d . I n A p p e n d i x B , t h e t e r m a p p e a r s i n t h e
i l l u s t r a t i v e b a l a n c e s h e e t s a n d s u p p o r t i n g n o t e s ( p 8 2 & 8 4 ) .
5 4 0 C o n s i d e r t h e f o l l o w i n g e x t r a c t s ; ' _ _ . u n i f o r m i t y o f m e a n i n g o f w o r d s a n d n u m b e r s u s e d i n
a c c o u n t i n g i s e s s e n t i a l . ' ( p I 3 ) ; ' T h i s u n i f o r m i t y r e f e r s t o c o n s i s t e n t c l a s s i f i c a t i o n a n d t e r m i n o l o g y , , _
a n d i t r e q u i r e s p r e c i s e m e a n i n g s . ' ( p 1 7 ) ; ' T h i s c o n s i s t e n c y s h o u l d r e l a t e t o b a s i c c o n c e p t s r e f l e c t e d i n
a c c o u n t i n g a b s t r a c t i o n s s u c h a s t h e n a t u r e o f b u s i n e s s i n c o m e a s w e l l a s t o t h e t e r m i n o l o g y ' " o f
r e p o r t s . ' ( p 1 8 ) ; ' A c c o u n t i n g i s a l s o c o n c e r n e d w i t h e f f e c t i v e t r a n s m i s s i o n o r c o m m u n i c a t i o n o f
i n f o r m a t i o n . T h e c o m m i t t e e b e l i e v e s t h e a c c o u n t i n g c o m m u n i c a t i o n m e t h o d i s i n n e e d o f r e -
e x a m i n a t i o n . ' ( p 6 4 ) .
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o b j e c t i v e s ' ( S t a u b u s , 1 9 7 7 , p 2 3 ) . T h e i d e a o f ' c o n v e n t i o n s ' t o u n d e r l i e a c c o u n t i n g
r e m a i n e d u n d e r c h a l l e n g e . T i m e s w e r e t h o u g h t t o b e c h a n g i n g . Y '
I j i r i ( 1 9 7 1 , p 4 3 ) , i n h i s c r i t i q u e , p o i n t e d o u t G A A P w e r e s i m p l y ' c u s t o m s ' o r , a s
e m p h a s i s e d i n t h i s s t u d y , ' c o n v e n t i o n s ' . S i n c e G A A P w e r e s e e n a s a b a s i s f o r
d e f i n i t i o n s i n t h e S t a t e m e n t , h e q u e s t i o n e d t h e d e f i n i t i o n s t h e r e i n . H e ( P 4 6 ) s u g g e s t e d
a c o n t r o l c r i t e r i o n w a s n e e d e d .
5 4 2
H e f o u n d t h e d e f i n i t i o n s , i n c l u d i n g t h a t o f
l i a b i l i t i e s , a m b i g u o u s . Y '
A s w e l l , I j i r i ( 1 9 7 1 , p 5 0 , e m p h a s i s a d d e d ) p o i n t e d o u t ' a n y a t t e m p t t o d e s c r i b e
[ G A A P j a n d t h e i r f o u n d a t i o n s i s b o u n d t o b e c o n t r o v e r s i a l b e c a u s e o f t h e e n o r m o u s
c o m p l e x i t y o f c u r r e n t a c c o u n t i n g p r a c t i c e s a n d t h e i r e c o n o m i c , l e g a l a n d s o c i a l
e n v i r o n m e n t . ' I f s t a k e h o l d e r s o t h e r t h a n a c c o u n t a n t s , i n t h e i r d e c i s i o n - m a k i n g
p r o c e s s e s h a v e a v a i l a b l e f i n a n c i a l r e p o r t s p r e p a r e d u n d e r c o n s e r v a t i v e ' b e s t p r a c t i c e '
u s e d b y a c c o u n t a n t s , i t i s p o s s i b l e t o q u e s t i o n w h e t h e r t h e s e o t h e r s t a k e h o l d e r s w e r e
a w a r e o f t h e s t a t e d c o n v e n t i o n s . l " A n y c h a n g e f r o m t h e u s e o f c o n v e n t i o n s r e q u i r e d a
m a j o r s h i f t a m o n g p r a c t i t i o n e r s . i ' "
S o m e p a r t i c i p a n t s i n v a r i o u s d e b a t e s r e m a i n e d u n c o n v i n c e d b y ' a c a d e m i c ' t h e o r y . O f
t h e i n f l u e n c e o f t h o s e i n t h e a c a d e m i c w i n g t o c h a n g e t h e m i n d s o f t h e p r a c t i t i o n e r i n
5 4 I S t a u b u s ( 1 9 7 7 , p x x i ) s u m m a r i z e s t h e r e l a t e d e v e n t s t h u s , ' T h e t w e n t i e t h c e n t u r y ' s s e c o n d w a v e o f
i n t e r e s t i n s e c u r i t i e s m a r k e t s , w h i c h m a y b e d a t e d f r o m 1 9 5 4 i n t h e U . S . , a l s o c r e a t e d a d e m a n d f o r
a c c o u n t i n g i n f o r m a t i o n . I n t h e e a r l y y e a r s o f t h i s b o o m , a c c o u n t i n g a p p e a r e d t o s e r v e r e a s o n a b l y w e l l ;
a t l e a s t , i n v e s t o r s c o m p l a i n e d v e r y l i t t l e , p e r h a p s b e c a u s e t h e y w e r e s a t i s f i e d w i t h t h e r e s u l t s o f t h e i r
i n v e s t m e n t a c t i v i t i e s . B u t i n t h e 1 9 6 0 s p r o b l e m s a r o s e , f i r s t i n p a r t i c u l a r i n d u s t r i e s w h e r e i t a p p e a r e d
t h a t e x c e s s i v e o p t i m i s m o n t h e p a r t o f i n v e s t o r s m a y h a v e b e e n r e l a t e d t o m i s l e a d i n g a c c o u n t i n g
p r a c t i c e s . B y t h e e a r l y 1 9 7 0 s d i s s a t i s f a c t i o n w i t h t h e p e r f o r m a n c e o f t h e a c c o u n t i n g p r o f e s s i o n b e c a m e
g e n e r a l , e v e n i n c l u d i n g a c c o u n t a n t s t h e m s e l v e s ( a n d t h e i r i n s u r a n c e c o m p a n i e s ) . '
5 4 2 T h i s i s l i n k e d t o t h a t o f c o n t r o l i n t h e c o r p o r a t e g o v e r n a n c e s e n s e ( l j i r i , 1 9 7 1 , p 4 6 ) : ' T h e c o n t r o l
f u n c t i o n m e a n s t h a t t h e r e s o u r c e s [ a n d o b l i g a t i o n s ] o f a n e n t e r p r i s e a r e p r o p e r l y c o n t r o l l e d b y i t s
m a n a g e r s a n d t h a t t h e i r a c c o u n t a b i l i t y t o t h e o w n e r s i s e f f e c t i v e l y e s t a b l i s h e d . '
5 4 3 I j i r i ( 1 9 7 1 , p 4 8 ) , ' I n g e n e r a l , t h e v a l u e o f a d e f i n i t i o n l i e s i n w h a t i s e x c l u d e d f r o m t h e c o n c e p t . T o
b e o f a n y u s e , a d e f i n i t i o n m u s t m a k e c l e a r w h a t s h o u l d n o t b e l o n g t o t h e c o n c e p t . T h e a b o v e d e f i n i t i o n
d o e s n o t i n d i c a t e w h a t i t e m s s h o u l d n e v e r b e c o n s i d e r e d [ l i a b i l i t i e s ] i n p r e s e n t O r f u t u r e [ G A A P ] . '
5 4 4 C l a r k e e t a l ( 1 9 9 7 , p 2 4 2 ) , s u g g e s t , ' U n d e r t h e C o r p o r a t i o n s L a w , d i r e c t o r s a r e r e q u i r e d t o p o s s e s s
k n o w l e d g e o f a n e n t i t y ' s c u r r e n t a n d e x p e c t e d s o l v e n c y p o s i t i o n s - a n o n e r o u s t a s k . H o w e v e r , i t i s o n e
i n w h i c h a c c o u n t i n g h a s a m a j o r r o l e t o p l a y . R e c o u r s e c o n t i n u o u s l y t o t h e m a r k e t r e s a l e p r i c e s o f
a s s e t s ( m a r k i n g - t o - m a r k e t ) w o u l d a p p e a r a n i m p e r a t i v e - a l b e i t i n s u f f i c i e n t o f i t s e l f - i n m e e t i n g t h a t
l e g a l o b l i g a t i o n . C o n v e n t i o n a l a c c o u n t i n g c e r t a i n l y d o e s n o t p r o d u c e i n f o r m a t i o n s e r v i c e a b l e f o r t h o s e
p u r p o s e s , e v e n o n a n a n n u a l b a s i s . '
5 4 5 C h a t o v ( 1 9 7 5 , p i I ) c o n c l u d e d , ' A c c o u n t i n g p r a c t i t i o n e r s a r e h i g h l y s e n s i t i v e a b o u t s e v e r a l s u b j e c t s .
F o r o n e , a b o u t t h e i r d e p e n d e n c e o n c l i e n t s . F o r a n o t h e r , a b o u t t h e i r a n t a g o n i s m t o w a r d t h e S E C . F o r a
t h i r d , a b o u t t h e i r a d h o c a p p r o a c h t o t h e c r e a t i o n o f g e n e r a l l y a c c e p t e d a c c o u n t i n g p r i n c i p l e s . F o u r t h ,
a b o u t t h e i r d i s m a l p e r f o r m a n c e d u r i n g t h e c o n g l o m e r a t e m e r g e r m o v e m e n t . A n d f i f t h , a b o u t t h e
p o t e n t i a l c o n f l i c t o f i n t e r e s t b e t w e e n t h e i r a u d i t i n g a c t i v i t i e s a n d t h e i r c o n s u l t i n g s e r v i c e s . . . . C a u g h t
b e t w e e n r e s p o n s i b i l i t y t o c l i e n t s a n d t h e i r n e e d s o n t h e o n e h a n d , a n d c i v i l l i a b i l i t y t o t h i r d p a r t i e s a n d
g o v e r n m e n t r e q u i r e m e n t s o n t h e o t h e r , t h e a c c o u n t i n g p r a c t i t i o n e r s a r e i n a p o s i t i o n w h e r e i t i s d i f f i c u l t
t o m a i n t a i n a n d d e m o n s t r a t e i n d e p e n d e n c e . T h e y h a v e a l w a y s b e e n f a c e d w i t h t h e n e e d t o d e f i n e t h e i r
p r i m a r y r e s p o n s i b i l i t y i n t h e f a c e o f t h e i m p r a c t i c a b i l i t y o f t r y i n g t o a d o p t a m i d d l e c o u r s e . '
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t h e t e c h n i c a l w o r l d , S t a u b u s ( 1 9 7 5 , p I 6 3 - 1 6 4 ) w a s r a t h e r p e s s i m i s t i c . r " T h i s v i e w
p e r s i s t s s o m e t h i r t y y e a r s o n ( S t a u b u s , 2 0 0 4 ) . H o w e v e r , h e ( 1 9 7 7 , p 4 6 3 ) i s n o t
w i t h o u t h o p e o f n e w y o u n g e r a c a d e m i c s b e c o m i n g a ' n e w g e n e r a t i o n o f i n t e l l e c t u a l
g i a n t s . '
I n A P B 4 ( 1 9 7 0 ) , b a s i c e l e m e n t s o f t h e f i n a n c i a l p o s i t i o n o f a n e n t e r p r i s e i n c l u d e d
l i a b i l i t i e s . T h e i r d e f i n i t i o n c o n t i n u e d a t e c h n i c a l a p p l i c a t i o n b y r e l y i n g o n G A A P . I t
a l s o e x t e n d e d t h e c o n t e x t f r o m f i n a n c i a l t o e c o n o m i c .
5 4 7
T h e d e f i n i t i o n w a s l a t e r
s e e n t o b e c i r c u l a r , e f f e c t i v e l y d e f i n i n g n o t h i n g ( F A S A C , 2 0 0 4 b , p 2 ) .
A P B 4 d i d e x p a n d t h e A I C P A p o s i t i o n t o i n c o r p o r a t e v a r i o u s i s s u e s .
5 4 8
T h e r e p o r t i n g
o f f i n a n c i a l p o s i t i o n w a s o n e w h e r e i t h a d b e e n e x p a n d e d f r o m a b a l a n c e s h e e t t o a
b a l a n c e s h e e t a n d n o t e s . T h e ' n o t e s ' m i g h t i n c l u d e ' o t h e r m a t t e r s ' , n o t n e c e s s a r i l y o f a
f i n a n c i a l ~e. I n t e r e s t i n g l y , t h e t e r m ' e c o n o m i c ' w a s i n c l u d e d i n d e f i n i t i o n s o f b a s i c
e l e m e n t s . ' 9 W h i l e n o t y e t r e a d y t o a b a n d o n ' d e f e r r e d ' i t e m s , e c o n o m i c m a t t e r s m i g h t
n o w b e i n c l u d e d .
T h i s w a s i n c o n s i s t e n t w i t h t h e I l l i n o i s g r o u p ' s ( S t u d y G r o u p , 1 9 6 4 , p 2 - 3 ) c o n c l u s i o n
t h a t a b r o a d o b j e c t i v e s t a t e m e n t s u c h a s ' t h e m e a s u r e m e n t o f e c o n o m i c e v e n t s a n d t h e
5 4 6 S t a u b u s ( 1 9 7 5 , p I 6 3 - 1 6 4 ) w r i t e s o f t h e f i v e b r o a d A A A s t a t e m e n t s r e v i e w e d a b o v e : ' H a v e t h e s e
s t a t e m e n t s h a d a n y i m p a c t o n t h e p r a c t i c e o f a c c o u n t i n g ? H a v e t h o s e p r e p a r i n g a n d a u d i t i n g a n d u s i n g
f i n a n c i a l s t a t e m e n t s p a i d a n y a t t e n t i o n ? I f y o u c a n a n s w e r t h e s e q u e s t i o n s a f f i r m a t i v e l y , y o u h a v e a
m o r e l i v e l y i m a g i n a t i o n t h a n I h a v e . N o r h a v e t h e i n d i v i d u a l e f f o r t s o f a c a d e m i c a u t h o r s h a d m u c h
e f f e c t , w i t h a f e w n o t a b l e e x c e p t i o n s . I t h i n k P r o f e s s o r P a t o n , t h e e l d e r , c o u l d b e s a i d t o h a v e h a d s o m e
i n f l u e n c e w h i c h i s d e t e c t a b l e w i t h i n h i s l i f e t i m e , b u t o n l y b e c a u s e h e h a s b e e n b l e s s e d w i t h g o o d
h e a l t h . W e a l l k n o w t h a t h i s A c c o u n t i n g T h e o r y ( P a t o n , 1 9 2 2 ) w a s p u b l i s h e d i n t h e e a r l y t w e n t i e s a n d
w e a l s o k n o w t h a t t h e c o n s t a n t i n t e r e s t r a t e m e t h o d o f a m o r t i z a t i o n o f p r e m i u m a n d d i s c o u n t o n b o n d s
p a y a b l e a n d t h e t r e a t m e n t o f d i s c o u n t a s a c o n t r a l i a b i l i t y , b o t h o f w h i c h h e r e c o m m e n d e d i n 1 9 2 2 ,
w e r e n o t c o n s i d e r e d t h e g e n e r a l l y a c c e p t e d m e t h o d s u n t i l A P B O p i n i o n N o , 2 / i n 1 9 7 1 . W h i l e t h a t m a y
g i v e y o u y o u n g s t e r s c a u s e f o r h o p e , i t c a n a l s o r a i s e t h e q u e s t i o n a s t o w h e t h e r y o u c a n t r u s t a n y o n e
o v e r t h i r t y t o p u t m u c h e f f o r t i n t o t h e d e v e l o p m e n t o f a c c o u n t i n g t h o u g h t . W e m a y n e v e r s e e t h e
p a y o f f . I n f a c t , I h a v e o f t e n t h o u g h t t h a t p u b l i s h i n g a b o o k o n a c c o u n t i n g t h e o r y i s a l i t t l e l i k e d r o p p i n g
a r o s e p e t a l d o w n t h e G r a n d C a n y o n a n d w a i t i n g f o r t h e e c h o . I d o n ' t r e c o m m e n d i t i f y o u a r e s h o r t o n
p a t i e n c e . W h i l e t h e p e n m a y b e m i g h t i e r t h a n t h e s w o r d , I s u s p e c t t h a t t h o s e w h o w a n t t o h a v e s o m e
i m p a c t h a d b e t t e r r e c o g n i z e t h a t i n u n i o n t h e r e i s s t r e n g t h . F o r t h i s r e a s o n , I r e c o m m e n d t h a t y o u b a n d
t o g e t h e r w i t h y o u r c o l l e a g u e s t o r e s p o n d t o F A S B a n d C A S B e x p o s u r e d r a f t s . T o d a t e , t h e A A A a s a n
o r g a n i z a t i o n h a s h a d a b o u t a s m u c h e f f e c t o n t h e e s t a b l i s h m e n t o f a c c o u n t i n g p r i n c i p l e s a s t h a t l i t t l e
b o y d e p i c t e d i n f o u n t a i n s t a t u a r y w o u l d h a v e o n a f o r e s t f i r e . '
5 4 1 A P B S t a t e m e n t N o 4 ( 1 9 7 0 , F o o t n o t e r e f e r e n c e s o m i t t e d , e m p h a s i s a d d e d ) , ' L i a b i l i t i e s - e c o n o m i c
o b l i g a t i o n s o f a n e n t e r p r i s e t h a t a r e r e c o g n i z e d a n d m e a s u r e d i n c o n f o r m i t y w i t h g e n e r a l l y a c c e p t e d
a c c o u n t i n g p r i n c i p l e s . L i a b i l i t i e s a l s o i n c l u d e c e r t a i n d e f e r r e d c r e d i t s t h a t a r e n o t o b l i g a t i o n s b u t t h a t
a r e r e c o g n i z e d a n d m e a s u r e d i n c o n f o r m i t y w i t h g e n e r a l l y a c c e p t e d a c c o u n t i n g p r i n c i p l e s . '
5 4 8 I t s t a t e d ( f o o t n o t e r e f e r e n c e s o m i t t e d ) , ' 1 3 3 . T h e f i n a n c i a l p o s i t i o n o f a n e n t e r p r i s e a t a p a r t i c u l a r
t i m e c o m p r i s e s i t s a s s e t s , l i a b i l i t i e s , a n d o w n e r s ' e q u i t y a n d t h e r e l a t i o n s h i p a m o n g t h e m , p l u s t h o s e
c o n t i n g e n c i e s , c o m m i t m e n t s , a n d o t h e r f i n a n c i a l m a t t e r s t h a t p e r t a i n t o t h e e n t e r p r i s e a t t h a t t i m e a n d
a r e r e q u i r e d t o b e d i s c l o s e d u n d e r g e n e r a l l y a c c e p t e d a c c o u n t i n g p r i n c i p l e s . T h e f i n a n c i a l p o s i t i o n o f a n
e n t e r p r i s e i s p r e s e n t e d i n t h e b a l a n c e s h e e t a n d i n n o t e s t o t h e f i n a n c i a l s t a t e m e n t s . '
5 4 ' F o r i n s t a n c e , ' 1 3 2 . . . L i a b i l i t i e s - e c o n o m i c o b l i g a t i o n s o f a n e n t e r p r i s e t h a t a r e r e c o g n i z e d a n d
m e a s u r e d i n c o n f o r m i t y w i t h g e n e r a l l y a c c e p t e d a c c o u n t i n g p r i n c i p l e s . L i a b i l i t i e s a l s o i n c l u d e c e r t a i n
d e f e r r e d c r e d i t s t h a t a r e n o t o b l i g a t i o n s b u t t h a t a r e r e c o g n i z e d a n d m e a s u r e d i n c o n f o r m i t y w i t h
g e n e r a l l y a c c e p t e d a c c o u n t i n g p r i n c i p l e s . '
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s u p p l y i n g o f i n f o r m a t i o n f o r e c o n o m i c d e c i s i o n - m a k i n g [ w a s ] o f l i m i t e d a s s i s t a n c e i n
a n a t t e m p t t o s t a t e t h e b a s i c p o s t u l a t e s a n d b r o a d p r i n c i p l e s o f a c c o u n t i n g . ' I n s t e a d ,
e m p h a s i s w a s g i v e n t o a b r o a d e r v e r s i o n o f s t e w a r d s h i p a s ' a m o r e s p e c i f i c
i d e n t i f i c a t i o n o f t h e p r i m a r y p u r p o s e o f a c c o u n t i n g . '
T h a t e c o n o m i c r e p o r t s d i f f e r f r o m f i n a n c i a l o n e s w a s n o t a n e w t e n s i o n . A s a r g u e d i n
4 . 3 . 2 , e x p a n s i o n o f t h e u s e o f t h e b a l a n c e s h e e t l e d t o a r g u m e n t s o n a c c o u n t i n g l i k e
t h o s e o f J a r d i n e ( 1 9 3 1 i
5 0
t h a t f i n a n c i a l ( a n d p r o b a b l y a t t h a t t i m e c o n v e n t i o n a l
a c c o u n t i n g ) p o s i t i o n s t a t e m e n t s w e r e q u i t e d i s t i n c t f r o m a n e c o n o m i c p o s i t i o n
s t a t e m e n t w h e r e r e s o u r c e s w e r e s h o w n a t t h e i r v a l u e - i n - u s e ( a s o p p o s e d t o v a l u e - i n -
e x c h a n g e j . i ' " I n t e r e s t i n g l y , t h e f o r m e r v a l u e , b e i n g a n a n t i c i p a t o r y c a l c u l a t i o n , w o u l d
n o t a p p e a r i n C o C o A f i n a n c i a l s t a t e m e n t s . J a r d i n e ' s ' e c o n o m i c p r o f i t ' w o u l d a p p e a r
i n a r e l a t e d e c o n o m i c p e r f o r m a n c e s t a t e m e n t a n d w o u l d d i f f e r i n p r i n c i p l e f r o m t h a t
p r o d u c e d u n d e r c o n v e n t i o n a l a c c o u n t i n g o r C o C o A .
T w e n t y y e a r s l a t e r , D e a n ( 1 9 5 1 , p 1 9 6 ) s a w t h e n e e d f o r d i s t i n c t c o n c e p t s .
m
H o w e v e r , i m p l i c a t i o n s f o r l i a b i l i t y d e f i n i t i o n a n d m e a s u r e m e n t r e m a i n e d v a g u e .
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H y l t o n ( 1 9 5 1 , p 5 0 3 ) a d d e d t o t h e d e b a t e , s e e i n g d i f f i c u l t i e s i n d e f i n i t i o n a n d
m e a s u r e m e n t o f e c o n o m i c i n c o m e .
5 5 4
B e l l ( 1 9 5 3 , p 5 3 ) o b v i o u s l y t h o u g h t p r o b l e m s
c o u l d b e o v e r c o m e , b u t a r g u e d f o r t h e c o n c e p t s t o b e s e e n a s d i s t i n c t .
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D i s c u s s i o n o f
t h e s e t h e m e s c o n t i n u e s i n 6 . 4 .
6 . 2 . 2 T h e U K s c e n e
W r i t i n g i n 1 9 6 0 , Y a m e y ( 1 9 7 9 , p 2 3 8 - 9 ) , w h i l e a d m i t t i n g s o m e c o n v e n t i o n s
u n d e r l y i n g a c c o u n t i n g h a d s t o o d t h e t e s t o f t i m e , q u e s t i o n e d t h e o u t p u t o f
c o n v e n t i o n a l a c c o u n t i n g g i v e n t h e c h a n g e s w h i c h h a d o c c u r r e d s i n c e t h e r i s e o f
j o i n t s t o c k c o m p a n i e s . T h e s e i n c l u d e d ,
5 5 0 J a r d i n e ( 1 9 3 1 , p 1 1 9 ) s u g g e s t e d , ' T h e a t t e m p t e d d e v e l o p m e n t o f t h e b a l a n c e - s h e e t a s a m e a s u r e o f
w e a l t h h a s b e e n f o u n d e d , i t s e e m s , o n t w o f a l l a c i e s :
( I ) T h a t i t i s p o s s i b l e t o m e a s u r e a b s o l u t e l y t h e u s e v a l u e o f c a p i t a l g o o d s .
( 2 ) T h a t p e r i o d i c a l n e t p r o f i t a s d e t e r m i n e d b y a c c o u n t i n g m e t h o d s i s o r s h o u l d b e c o i n c i d e n t w i t h t r u e
e c o n o m i c p r o f i t . '
5 5 \ T h e s e d i s t i n c t m o n e t a r y a m o u n t s a n d t h e r e u s e s a r e o f t e n d e b a t e d . H i l l s ( 2 0 0 4 , p 4 6 ) q u e s t i o n e d a n
i n a b i l i t y ' t o e x p l a i n t h e h u g e d i s c r e p a n c y b e t w e e n t h e v a l u a t i o n a n d t h e p r i c e s o m e o n e w a s a c t u a l l y
p r e p a r e d t o p a y f o r t h e p r o p e r t y . ' T h e f o r m e r i s v a l u e - i n - u s e , t h e l a t t e r v a l u e - i n - e x c h a n g e . T h e m a t t e r
i s f u r t h e r c o n s i d e r e d i n F A S B ( 2 0 0 4 , 2 0 0 5 ) . S o m e s e e m c o n c e r n e d t h a t t h e d i s t i n c t i o n b e t w e e n ' f a i r
v a l u e ' a n d ' e x c h a n g e p r i c e ' i s n o t w e l l u n d e r s t o o d .
' 5 2 D e a n ( 1 9 5 1 , p l 9 6 e m p h a s i s a d d e d ) , " T h e b a s i c w e a k n e s s o f a c c o u n t i n g r e p o r t s f o r e c o n o m i c
a n a l y s i s i s t h a t a c c o u n t i n g i s , a s i t s n a m e i m p l i e s , a n h i s t o r i c a l r e c o r d , w h e r e a s e c o n o m i c p r o b l e m s o f
m a n a g e m e n t h a v e t o d o w i t h t h e f u t u r e . A s a r e s u l t , e c o n o m i c i d e a s o f i n c o m e , a s s e t s a n d n e t w o r t h
a r e n o t m e a s u r e d b y t h e c o n v e n t i o n a l f i n a n c i a l r e p o r t s . '
' ' ' D e a n ( 1 9 5 1 ) m a k e s n o r e f e r e n c e t o l i a b i l i t i e s . C h a m b e r s a r g u e d f o r t h e u s e o f p a s t ( h i s t o r i c a l ) a n d
p r e s e n t ( c o n t e m p o r a r y ) p r i c e s .
5 5 ' H y l t o n ( 1 9 5 1 , p 5 0 3 ) , ' W h e n o n e b e g i n s t o c o n s i d e r " e c o n o m i c " i n c o m e , h e i m m e d i a t e l y e n c o u n t e r s
a b a f f l i n g p r o b l e m , a n d t h a t p r o b l e m i s , j u s t w h a t i s e c o n o m i c i n c o m e , a n d h o w i s o n e t o m e a s u r e i t ?
. . . [ W ] e a r e u n a b l e t o f i n d a w i d e l y a c c e p t e d a n d u s e f u l d e f i n i t i o n o f t h e t e r m . '
s s s B e l l ( 1 9 5 3 , p 5 3 ) , ' B o t h t h e a c c o u n t a n t ' s a n d t h e e c o n o m i s t ' s m e a s u r e o f v a l u e a n d i n c o m e a r e
n e e d e d a n d b o t h t o g e t h e r w i l l s e r v e m o r e n e e d s a n d s e r v e t h e m b e t t e r t h a n e i t h e r a l o n e . '
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• t h e u s e o f s e c r e t r e s e r v e s w i t h t h e i r p o s i t e d c l a i m o f p r o m o t i n g t h e i n t e r e s t s o f
l o n g - t e r m i n v e s t o r s ,
• t h e d e s i r a b i l i t y o f p r o m o t i n g t h e i n t e r e s t s o f l o n g - t e r m i n v e s t o r s a t t h e e x p e n s e
o f s h o r t e r - t e r m i n v e s t o r s ,
• t h e i n t e r e s t i n c o m p a n y s e c u r i t i e s o f a l a r g e r p r o p o r t i o n o f t h e p o p u l a t i o n -
e i t h e r d i r e c t l y o r i n d i r e c t l y ,
• t h e f a i r l y r a p i d c h a n g e s i n p u r c h a s i n g p o w e r o f m o n e t a r y u n i t s ,
• t h e f r e q u e n t l y c o n t r o v e r s i a l t a k e - o v e r b i d s , a n d
• t h e i n t e r e s t o f t h o s e c o n c e r n e d w i t h e c o n o m i c p o l i c y m a t t e r s i n f i n a n c i a l
s t a t e m e n t s o f c o m p a n i e s .
H e h o p e d ' t h a t t h e J e n k i n s C o m m i t t e e [ w o u l d ] f i n d i t p o s s i b l e t o i n c l u d e t h e s e
a s p e c t s o f c o m p a n y a f f a i r s w i t h i n t h e s c o p e o f t h e i r a r d u o u s d e l i b e r a t i o n s . '
T h e t i m e s d u r i n g w h i c h t h e 1 9 6 2 J e n k i n s C o m p a n y L a w A m e n d m e n t C o m m i t t e e l "
m e t w e r e o n e s w h e r e m u c h q u e s t i o n i n g w a s m a d e o f t h e v a r i o u s a c c o u n t i n g r e p o r t s .
C e r t a i n l y t h e r e a p p e a r e d a n i n c r e a s e i n i n f o r m a t i o n a v a i l a b l e , b u t q u e s t i o n s c o n t i n u e d
a s t o w h e t h e r q u a l i t y i n f o r m a t i o n w a s p r o d u c e d o r w h e t h e r c o n v e n t i o n a l a c c o u n t i n g
c o u l d i n c o r p o r a t e p r i c e l e v e l c h a n g e s ( A r a n y a , 1 9 7 9 , p 2 6 9 - 2 7 0 ) .
C o n s i d e r a t i o n w a s g i v e n t o t h e n e e d o f c u r r e n t v a l u a t i o n s o f a s s e t s t o
• f o r m u l a t e d i v i d e n d s p o l i c i e s ( J e n k i n s R e p o r t , p a r a 3 3 5 - 3 5 0 )
• i n v e s t i g a t e e f f i c i e n c y o f t h e r e q u i r e d r e p o r t i n g ( J e n k i n s R e p o r t , p a r a I 2 - 1 3 )
• e v a l u a t e t a k e - o v e r b i d s ( J e n k i n s R e p o r t , p a r a I 6 ) .
H o w e v e r , a f t e r s u b m i s s i o n s f r o m m a n a g e m e n t a n d a d v i c e f r o m t h e a c c o u n t i n g
p r o f e s s i o n r e g a r d i n g t h e f u n c t i o n o f t h e b a l a n c e s h e e t b e i n g n o t t o s h o w t h e w o r t h o f
i t e m s , c o n v e n t i o n a l a c c o u n t i n g a n d t h e r e l a t e d h i s t o r i c a l c o s t r e q u i r e m e n t w e r e
r e t a i n e d ( J e n k i n s R e p o r t , p a r a 3 3 3 ) .
H i g h i n f l a t i o n r a t e s w o r l d w i d e t e m p o r a r i l y d i v e r t e d t h e p r o f e s s i o n ( p a r t i c u l a r l y i n
U K ) i n d e a l i n g w i t h t h e ' a c c o u n t i n g f o r i n f l a t i o n ' i s s u e ( N o g u c h i & E d w a r d s , 2 0 0 4 ,
p 2 9 0 - 2 9 1 ) . U K , h e a v i l y e n t a n g l e d i n t h e i s s u e , p u b l i s h e d h e a v i l y i n t h i s a r e a
( S a n d i l a n d s C o m m i t t e e , 1 9 7 5 ; S o l o m o n s , 1 9 8 9 ) . L a t e r , a s i n f l a t i o n r e c e d e d s o d i d t h i s
d i v e r s i o n ( T h e E c o n o m i s t , 1 9 8 4 ; 1 9 8 4 a ) . W h i l e s o m e d i s c u s s i o n o f p o t e n t i a l r e f o r m
c o n t i n u e d ( S t a m p & M o r l e y , 1 9 7 0 ) , t h e U K p r o f e s s i o n s u b s e q u e n t l y b e c o m e
p r e o c c u p i e d w i t h E C h a r m o n i s a t i o n ( 4
t h
D i r e c t i v e ) .
U n t i l t h e 1 9 6 0 s , t h e p r o c e s s e s o f r e f o r m o f e x t e r n a l r e p o r t i n g ( e s p e c i a l l y f o l l o w i n g a
p e r i o d o f c r i s i s ) i n U K ( a n d A u s t r a l i a ) c o n t i n u e d v i a a n e x p e r t c o m m i t t e e - c h a n g e i n
c o m p a n y l a w a p p r o a c h . A r a n y a ( 1 9 7 9 , p 2 7 1 ) d o c u m e n t s s e l e c t e d d e v e l o p m e n t s i n
U K f m a n c i a l r e p o r t i n g . A t f i r s t d o m i n a t e d b y m a n a g e m e n t ( t h e s u p p l i e r s ) ,
s h a r e h o l d e r s a n d c r e d i t o r s ( t h e c o n s u m e r s ) w e r e u l t i m a t e l y t o i n f l u e n c e t h a t r e p o r t i n g .
T h e s e g r o u p s w e r e s u p p o r t e d b y g o v e r n m e n t a s r e g u l a t o r / g o v e r n o r a n d a c o n s u m e r
i n i t s o w n r i g h t .
5 5 6 E x t r a c t s f r o m t h e J e n k i n s R e p o r t a r e r e p r o d u c e d i n E d w a r d s ( 1 9 8 0 a , p 2 1 3 - 4 0 9 ) .
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H o w e v e r , c o n t i g u o u s l y , t h e a d m i s s i o n o f t h e U K i n t o t h e E u r o p e a n C o m m u n i t y a n d
t h e s u b s e q u e n t a m e n d m e n t o f t h e C o m p a n i e s A c t ( a s r e q u i r e d b y t h e F o u r t h
D i r e c t i v e ) s a w a n A u s t r a l i a n a p p r o a c h m o r e i n d e p e n d e n t o f U K i n f l u e n c e ( P a r k e r ,
1 9 8 2 , p 4 2 7 ) .
6 . 2 . 3 T h e A u s t r a l i a n s c e n e
D u r i n g t h e 1 9 5 0 s a n d 1 9 6 0 s , a d i s t i n c t U S A i n f l u e n c e g r e w a s A u s t r a l i a e n g a g e d i n
r e l a t i v e l y m o r e b u s i n e s s a n d f i n a n c i a l a c t i v i t y w i t h t h e U S A ( P a r k e r , 1 9 8 2 , p 4 2 7 ) . I n
t h e l a t e 1 9 5 0 s t h e A S A , o f w h i c h C h a m b e r s b e c a m e a p r o m i n e n t m e m b e r ( a n d
u l t i m a t e l y i t s N a t i o n a l P r e s i d e n t ) , t r i e d t o p r o m o t e ' m o d e m ' r e s e a r c h . T h e A S A
t e n d e d t o l o o k t o U S A w h i l e I C A A m a i n t a i n e d i t s t r a d i t i o n a l U K l i n k s f o r
g u i d a n c e .
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T h e p r o f e s s i o n , d e s p i t e t h e 1 9 4 9 C o n g r e s s ( m e t i n 5 . 3 ) , l a c k e d a c o n c e p t u a l l y s o u n d
b a s i s u p o n w h i c h t o b a s e a c c o u n t i n g p r i n c i p l e s a n d r e l a t e d r u l e s . I t p r o d u c e d
r e c o m m e n d a t i o n s o f b e s t p r a c t i c e a n d s u p p o r t e d s p e c i f i c c o r p o r a t e l e g i s l a t i v e
r e q u i r e m e n t s c o u c h e d w i t h i n t h e ' t r u e a n d f a i r ' q u a l i t a t i v e s t a n d a r d .
F a i l u r e s , i n c l u d i n g S y d n e y G u a r a n t e e L t d ( M a r c h 1 9 6 1 ) , L a t e c I n v e s t m e n t s L t d
( A u g u s t 1 9 6 2 ) , R e i d M u r r a y A c c e p t a n c e L t d ( N o v e m b e r 1 9 6 2 ) l e f t i n v e s t o r s
b e w i l d e r e d ( C l a r k e , D e a n & O l i v e r , 1 9 9 7 , 2 0 0 3 ; S y k e s , 1 9 8 8 ) . P r o s p e c t u s e s , a n n u a l
r e p o r t s a n d a u d i t o r s ' r e p o r t s h a d s u g g e s t e d s o u n d f i n a n c i a l p e r f o r m a n c e a n d s t a t u s o f
c o m p a n i e s . T h e c o m p a n i e s h a d t h e n f a i l e d , a p p a r e n t l y w i t h o u t a n y o r m i n i m a l
w a r n i n g .
5 5 8
T h e r e w e r e l a r g e u n e x p e c t e d w r i t e d o w n s o f r e a l e s t a t e , i n v e n t o r i e s a n d
d e b t o r s . T h e p r o f e s s i o n w a s r o u n d l y c r i t i c i s e d b y i n v e s t o r s , t h e f i n a n c i a l p r e s s ,
s t o c k b r o k e r s , a n a l y s t s a n d a p p o i n t e d i n s p e c t o r s . 5 5 9
I n i t i a l l y , t h e r e w a s v e r y l i t t l e r e s p o n s e f r o m t h e p r o f e s s i o n . S o m e r e i t e r a t e d t h e
a r g u m e n t o f a c c o u n t i n g r e p o r t s b e i n g ' t e c h n i c a l d o c u m e n t s ' ( B i r k e t t a n d W a l k e r ,
1 9 7 1 , p 1 0 9 ) . B l a m e w a s p l a c e d o n ,
• p o o r f i n a n c i a l m a n a g e m e n t ,
5 S 7 B i r k e t t a n d W a l k e r ( 1 9 7 1 , p 1 3 5 ) o b s e r v e ' b y t h e e a r l y 1 9 6 0 s t h e r e s e a r c h v e n t u r e s o f b o t h t h e
S o c i e t y a n d t h e I n s t i t u t e h a d V i r t u a l l y p e t e r e d o u t , e s p e c i a l l y r e g a r d i n g r e s e a r c h i n t o s t a n d a r d s ' . T h e
a c c o u n t i n g p r o f e s s i o n c o n t i n u e d t o r e l y o n l e g i s l a t i o n a s a m e a n s o f r u l e s e t t i n g a n d t h e 1 9 6 1 U n i f o r m
C o m p a n i e s A c t ( b a s e d o n t h e 1 9 4 8 U K C o m p a n i e s A c t ) a c c o m m o d a t e d t h a t r e l i a n c e t o s o m e e x t e n t .
5 5 8 B i r k e t t a n d W a l k e r ( 1 9 7 1 , p 1 3 l ) n o t e , ' M a n y o f t h e f a i l u r e s f o l l o w e d h a r d o n t h e h e e l s o f t h e
p u b l i c a t i o n o f a u d i t e d f i n a n c i a l s t a t e m e n t s d e p i c t i n g a p r o f i t a b l e p a s t a n d a n a p p a r e n t l y s o u n d p r e s e n t
. . . m a n y o f t h e f a i l e d c o m p a n i e s h a d b e e n i n a s t a t e o f c r i s i s f o r s o m e c o n s i d e r a b l e p e r i o d p r i o r t o t h e i r
u l t i m a t e c o l l a p s e . T h e i r f i n a n c i a l s t a t e m e n t s h a d n o t o n l y f a i l e d t o i n f o r m i n v e s t o r s - t h e y h a d a l s o
b e e n m i s l e a d i n g . T h e s e f i n a n c i a l s t a t e m e n t s h a d b e e n p r e p a r e d b y a c c o u n t a n t s , s i g n e d b y a u d i t o r s . I n
t h e p u b l i c ' s e y e t h e y w e r e t h e r e s p o n s i b i l i t y o f t h e a c c o u n t i n g p r o f e s s i o n . '
5 5 9 H e n d e r s o n ( \ 9 9 3 , p 5 ) , ' I n t h e l a t e 1 9 6 0 s a n d e a r l y 1 9 7 0 5 0 t h e r e w e r e a s e r i e s o f l a r g e c o m p a n y
f a i l u r e s w h i c h w e r e n o t p r e d i c a b l e f r o m a c u r s o r y g l a n c e a t p r e c e d i n g f i n a n c i a l r e p o r t s . T h e s e
c o r p o r a t e c r a s h e s l e d t o s i g n i f i c a n t l o s s e s a n d t o w i d e - s p r e a d c r i t i c i s m o f f i n a n c i a l a c c o u n t i n g . T h e
c r i t i c s a r g u e d t h a t a n a c c o u n t i n g s y s t e m w h i c h d i d n o t a l l o w p r e d i c t i o n o f i m m i n e n t f a i l u r e w a s
d e f i c i e n t a n d t h a t t h e s e s h o r t c o m i n g s o f a c c o u n t i n g c o n t r i b u t e d t o t h e m a g n i t u d e o f t h e l o s s e s .
A l t h o u g h s o m e o f t h e s e c r i t i c i s m s w e r e d i r e c t e d a t a c c o u n t a n t s a s i n d i v i d u a l s t h e m a j o r i t y w e r e
c o n c e r n e d w i t h a c c o u n t i n g a s a s y s t e m . T h e p e r c e i v e d d e f i c i e n c i e s w e r e w i t h a c c o u n t i n g r a t h e r t h a n
w i t h a c c o u n t a n t s . '
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• defaults by credit customers,
• company law inadequacies,
• non-adherence to GAAP,
• misunderstanding of the legal significance ofcorporate groups, and
• defaults by some errant members (ASA, 1966, p5-6; Burgess, 1966, p542;
Henderson, 1993, p5-6).
Broad issues of principle were generally avoided (ASA, 1966, p6; Kenley, 1965,
p634), though some time later an investigation did follow on the feasibility of
conventional accounting being replaced by other possible systems (Henderson, 1993,
p6).
It was debated whether an SEC-type institutional change was needed (Urquhart,
1963; Chambers 1963b). Burgess (1966, p543) suggested the solution was in part the
May answer of the 1920s regarding character qualities. Branford (1966, p545-547)
sought positive action, but warned it would be a lengthy process to formulate and
promulgate accounting principles, especially if the test was 'generally accepted'.
Rogers (1966, p547J saw a need for institutional changes of both infrastructure and
professional types." 0
As well, debate continued on the form to be used in financial statements (Schumer,
1964, p488; Stewart, 1964; Pile 1964; Parker & Alien, 1986, p51). Jarett (1981, p53)
would later provide illustrations of how new technology might incorporate both
monetary amounts and related financial indicators (like earnings per share). Others
discussed the quality of information provided, but it tended to be of institutional
issues and of professional issues; any discussion of information issues were often
within the context of GAAP built around conventional accounting (Gutteridge,
1965). The function of the balance sheet continued to be debated.
Bottrill (1967, p419) was most critical''" of the then present thought and practices,
including
• an emphasis on the technique of 'balancing',
• little thought on the function,
• disagreements among accountants, and
• potential misleading of others users.
Clearly, recycling was recurring.
560 Rogers (1966, p547), 'It seems to me that to solve this ... situation there ought to be some tribunal
to which any such dispute could be quickly referred and before whom the government body co
uld be
presented .. .'
561 Bottrill (1967, p419), 'To pose this question [of what is a balance sheet] to an accountant is almost
as fundamental as asking him how he breathes. We still can remember with great satisfaction th
e first
balance sheet we produced and the great delight it gave us when we were able to check that both
sides
ofthe balance sheet were in balance. I have a horrible feeling that there are many accountants wh
o still
reel that this is the most important thing about a balance sheet.
'Accountants during their working life prepare many balance sheets but do you realise that we ha
ve no
clear understanding or agreement as to what it is we are preparing. If this is the situation with
in the
profession, you can imagine he misleading position we have created in the minds of those who d
epend
on us for guidance.'
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I n t h e m i d - 1 9 6 0 s , t h e p r o f e s s i o n a c t e d t o i m p l e m e n t a s u g g e s t i o n m a d e a t t h e 1 9 4 9
C o n g r e s s - t o e s t a b l i s h t h e A c c o u n t a n c y R e s e a r c h F o u n d a t i o n ( A R P ) j o i n t l y
s p o n s o r e d b y t h e A S A a n d t h e I C A A . I t w a s e s t a b l i s h e d t o a c t a s t h e r e s e a r c h a r m o f
t h e a c c o u n t i n g p r o f e s s i o n ( Z e f f , 1 9 7 3 , p 4 3 ) . I r o n i c a l l y , a m a j o r s p o n s o r w a s S t a n l e y
K o r m a n o f S t a n h i l l a n d S y d n e y G u a r a n t e e f a m e ( S y k e s , 1 9 8 8 , p 3 2 5 - 3 5 8 ) . A r g u a b l y ,
i t m i g h t b e s e e n a s a n o t h e r i n s t a n c e o f ' c a p t u r e ' o f t h e p r o c e s s .
A R P ( 1 9 6 8 , p 3 8 5 ) s p o n s o r e d a s t u d y o n ' f o u r i m p o r t a n t q u e s t i o n s o f c o n c e r n t o o u r
p r o f e s s i o n ' . T h e s e d e a l t w i t h
• o b j e c t i v e s ,
• w h e t h e r f i n a n c i a l s t a t e m e n t s w e r e e f f e c t i v e i n m e e t i n g t h o s e o b j e c t i v e s ,
• l i m i t a t i o n s a n d s h o r t c o m i n g s o f t h o s e s t a t e m e n t s , a n d
• p o t e n t i a l a c t i o n s t o o v e r c o m e t h o s e l i m i t a t i o n s .
T h e n i n e t y r e s p o n d e n t s a r e l i s t e d i n F i g u r e 6 . 4 . C h a m b e r s w a s o n e o f t h e p r o f e s s o r s
f r o m A u s t r a l i a n u n i v e r s i t i e s w h o m a d e a s u b m i s s i o n w h i c h c r i t i c i s e d t h e
q u e s t i o n n a i r e ( C h a m b e r s , 1 9 6 7 d ) .
F i g u r e 6 . 4
A u d i t o r s a n d a c c o u n t a n t s i n p r a c t i c e 3 8
C h a i r p e r s o n s , d i r e c t o r s o r m a n a g e r s 1 7
S e c r e t a r i e s o r a c c o u n t a n t s o f p u b l i c c o m p a n i e s 1 9
P r o f e s s o r s o f c o m m e r c e o f a c c o u n t a n c y 6
O f f i c e r s o f f i n a n c e , t r u s t a n d a s s u r a n c e c o m p a n i e s 5
C h a i r p e r s o n s o f s t o c k e x c h a n g e s 3
B a n k e r s 2 -
9 0
T h e d i s c u s s i o n o f ' o b j e c t i v e s ' ( P 3 8 6 ) i n c l u d e d c o n s e n s u s t h a t r e p o r t s n e e d e d w e r e o f
p o s i t i o n a n d p e r f o r m a n c e , b u t d e b a t e o n u s e r s t o w h o m t h e r e p o r t s w e r e d i r e c t e d .
C h a m b e r s ' ' c o n t i n u o u s l y c o n t e m p o r a r y i n f o r m a t i o n o n f i n a n c i a l p o s i t i o n ' w a s u s e d .
H o w e v e r , d e b a t e c o n t i n u e d o n ' p u r p o s e ' ( p 3 8 6 - 3 8 8 ) , r a n g i n g f r o m c o m p l i a n c e w i t h
C o m p a n y L a w t o d e c i s i o n - m a k i n g b y t h o s e i n v a r i o u s g r o u p s . A s w e l l , t h e a b i l i t y t o
c o m p r e h e n d b y p a r t i c u l a r s t a k e h o l d e r s a n d i s s u e s o f e f f i c i e n c y w e r e r a i s e d b u t n o
r e s o l u t i o n a c h i e v e d .
L e n g t h y d i s c u s s i o n o f s h o r t c o m i n g s a n d l i m i t a t i o n s f o l l o w e d ( p 3 8 8 - 3 9 4 ) . I s s u e s m e t
i n e a r l i e r c h a p t e r s ( l i k e e m p h a s i s o n f o r m a n d p r e s e n t a t i o n , n o n - d i s c l o s u r e o f
i n f o r m a t i o n , e x i s t e n c e o f p e r m i t t e d i n c o n s i s t e n t G A A P a n d v a l u a t i o n r u l e s ) c o n t i n u e d
t o b e r e c y c l e d . A c t i o n s t o i m p r o v e t h e s t a t e o f a f f a i r s ( p 3 9 5 - 3 9 6 ) v a r i e d , d e a l i n g w i t h
b o t h g e n e r a l a n d p a r t i c u l a r p r o b l e m s . S o m e s u g g e s t e d s u p p l e m e n t a r y s t a t e m e n t s ,
e s p e c i a l l y t o a c c o u n t f o r p r i c e l e v e l c h a n g e s . S o u n d i n g s u s p i c i o u s l y l i k e a
r e c o m m e n d a t i o n f r o m C h a m b e r s , t h o u g h t w a s g i v e n t o d e v e l o p i n g ' a c a r e f u l l y
r e a s o n e d a n d s u b s t a n t i a t e d s e t o f i d e a s ' t o s u p p l a n t i n e d u c a t i o n i d e a s c o m m o n l y
t a u g h t , a n d p r o v i d e t h e b a s i s f o r l e g i s l a t i v e a c t i o n . S u c h r a d i c a l p r o p o s a l s w e r e n o t ,
h o w e v e r , a c c e p t e d .
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C h a m b e r s ( 1 9 7 0 b ) w o u l d u s e t h e s a m e t i t l e i n a n a d d r e s s . H e a r g u e d p r o b l e m s a r o s e
f r o m t h e i n p u t o r i e n t a t i o n o f c o n v e n t i o n a l a c c o u n t i n g , 5 6 2 t e r m i n o l o g i c a l c o n f u s i o n . i ' "
c o n t r a d i c t i o n s . i ' " i n c o n s i s t e n c i e s i ' ? a n d i n f o r m a t i o n t o e x c e s s . H i s s o l u t i o n i s C o C o A ,
o n c e i t h a s b e e n p l a c e d w i t h i n t h e t o t a l s c e n e o f d e c i s i o n - m a k i n g .
H o w e v e r , t e n s i o n d e v e l o p e d f r o m p o t e n t i a l d o m i n a n c e b y t h e p r a c t i t i o n e r w i n g .
C h a m b e r s f r o m t h e a c a d e m i c w i n g h a d m u c h t o o f f e r i n g e n e r a l t e r m s a s w e l l a s
C o C o A i n p a r t i c u l a r . O f t h e a c a d e m i c - p r a c t i t i o n e r t e n s i o n , h e s a w d i s t i n c t r o l e s f o r
t h e p r a c t i t i o n e r a n d t h e r e s e a r c h e r . f "
A s a r g u e d b y B r a n f o r d a b o v e , r e s o r t t o c r i t e r i a l i k e ' g e n e r a l l y a c c e p t e d , 5 6 7 f o r
p r i n c i p l e s a n d r e l a t e d s t a n d a r d s c o n t i n u e d t o b e q u e s t i o n e d . i ' " W h i l e C h a m b e r s
a r g u e d t h a t p r a c t i c e a n d r e s e a r c h w e r e t o c o m p l e m e n t e a c h o t h e r , r e a c t i o n s t o
f i n a n c i a l c o l l a p s e s s e e m e d t o c h a n g e l i t t l e f r o m a t t i t u d e s m e t i n e a r l i e r c h a p t e r s .
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5 6 2 C h a m b e r s ( 1 9 7 0 b , p 2 0 ) , ' A c c o u n t i n g a s i t i s n o w d o n e a n d t h e f i n a n c i a l s t a t e m e n t s a s t h e y a r e n o w
p u b l i s h e d d o n o t m e e t . . . e l e m e n t a r y c o m m o n s e n s e t e s t s . T h e p r i m a r y c o n c e r n o f a c c o u n t a n t s i s w h a t
g o e s i n . '
5 6 3 I n c l u d e d h e r e a r e t h e s o - c a l l e d ' l i a b i l i t i e s ' f o r d e f e r r e d t a x a t i o n p a y a b l e a n d l e a s e s w i t h t h e
c a p i t a l i z a t i o n o f o b l i g a t i o n s a n d r i g h t s . C h a m b e r s ( p 2 2 ) p o i n t s o u t , ' W e a r e n o t d e n y i n g t h a t
c a p i t a l i z a t i o n o r p r e s e n t v a l u e c a l c u l a t i o n s a r e n e c e s s a r y i n d e c i d i n g w h e t h e r t o l e a s e o r n o t . '
5 6 4 I n c l u d e d h e r e o n e f i n d s ( P 2 3 ) , ' F o o t n o t e e x p l a n a t i o n s h a v e b e e n w i t h u s f o r s o m e y e a r s . S o m e
m o d e r n r e p o r t s a r e , i n d e e d , g e t t i n g t o l o o k l i k e t h e w o r k o f f o o t n o t e - c r a z y p e d a n t s . T h e f u n c t i o n o f a
f o o t n o t e o r ' ' n o t e t o t h e a c c o u n t s " i s t o e x p l a i n , n o t t o c o n t r a d i c t o r t o c o n f u s e . T h i s l i k e w i s e i s t h e
f u n c t i o n o f n o t e s i n p a r e n t h e s i s .
5 6 5 T h e s e a r e t h e m i x t u r e o f f a c t u a l a n d n o n - f a c t u a l d a t a a n d t h e a d d i t i o n o f p a s t , p r e s e n t a n d f u t u r e
m a g n i t u d e s . I n c l u d e d h e r e i s t h e u s e o f w a y s t o i n c o r p o r a t e e x p e c t e d f u t u r e c o n t i n g e n c i e s i n f i n a n c i a l
s t a t e m e n t s .
5 6 6 C h a m b e r s ( 1 9 7 2 b , p i 5 6 ) , ' I n m o s t f i e l d s , r e s e a r c h i s r e g a r d e d a s a s p e c i a l i z e d b u s i n e s s i n i t s o w n
r i g h t . T h e b u s i n e s s o f p r a c t i t i o n e r s i s c o n s i d e r e d t o b e t h e s o l v i n g o f s p e c i f i c p r o b l e m s o f c l i e n t s . T h e
b u s i n e s s o f r e s e a r c h e r s i s c o n s i d e r e d t o b e t h e s o l v i n g o f g e n e r a l p r o b l e m s s o t h a t a u s e f u l g e n e r a l
f r a m e w o r k i s a v a i l a b l e t o p r a c t i t i o n e r s i n t h e i r d e a l i n g s w i t h c l i e n t s . P r a c t i t i o n e r s m a y q u i t e p r o p e r l y
r e s p e c t p r i n c i p l e s w h i c h a r e g e n e r a l l y a c c e p t e d a m o n g t h e m s e l v e s . I t i s t h e f u n c t i o n o f r e s e a r c h e r s t o
q u e s t i o n t h e s u b s t a n c e o f t h o s e p r i n c i p l e s a n d p r a c t i c e s . . . . O n e c a n n o t b e a " t r u e b e l i e v e r " a n d a c r i t i c
a t t h e s a m e t i m e . A t t i t u d e s , k n o w l e d g e a n d t e c h n i q u e d i f f e r e n t i a t e b e t w e e n t h e o n e a n d t h e o t h e r . '
5 6 7 C h a m b e r s ( 1 9 7 2 b , p 1 5 6 ) s u m m a r i s e s t h e a r g u m e n t , ' C o n s e n s u s o f p r a c t i t i o n e r s i s n o g u a r a n t e e t h a t
w h a t t h e y a g r e e u p o n i s v a l i d o r u s e f u l , i n p r i n c i p l e o r p r a c t i c e . T h e c o n s t a n t i t e r a t i o n o f t h e p h r a s e
" g e n e r a l l y a c c e p t e d a c c o u n t i n g p r i n c i p l e s " h a s c l e a r l y n o t s t i l l e d t h e d o u b t s a n d a n x i e t i e s o f
p r o f e s s i o n a l s . R e s e a r c h e r s m a y n o t p r o p e r l y c o n s i d e r c o n s e n s u s o r g e n e r a l a c c e p t a n c e i n p r a c t i c e a s
a n y e v i d e n c e o f t h e v a l i d i t y o f f r u i t f u l n e s s o f a n y p r i n c i p l e . T h e t w o d i f f e r e n t p r o b l e m s c o n t e x t s o f
p r a c t i t i o n e r s a n d r e s e a r c h e r s e n t a i l t h a t e a c h c l a s s h a s o r s h o u l d h a v e a " m e n t a l s e t " a p p r o p r i a t e t o i t s
o w n f u n c t i o n .
5 6 8 C h a m b e r s , ( \ 9 6 6 , p 2 4 8 ) s t a t e d , ' R u l e s w h i c h a r e n o t c o n s i s t e n t w i t h t h e n a t u r e o f t h i n g s c a n b e
f o r m u l a t e d , a n d t h e y c a n b e i m p o s e d o n o t h e r s a n d e n f o r c e d a m o n g t h e g r o u p w h i c h s p o n s o r s t h e m i f
t h e s p o n s o r g r o u p i s a b l e t o s u r r o u n d i t s o p e r a t i o n s w i t h a n e f f e c t i v e m y s t i q u e . B u t h o w e v e r
c o n s i s t e n t l y s u c h r u l e s a r e a p p l i e d t h e y a r e n o t t h e b e t t e r f o r t h i s k i n d o f c o n s i s t e n c y . '
5 6 9 E v a n s ( \ 9 7 4 , p 7 1 ) , ' . . . t h e d o m i n a n t a p p r o a c h e s t o r u l e c o n s t r u c t i o n w e r e s t i l l l a r g e l y t h e s a m e ;
r e a c t i o n t o p r i o r a b u s e s a n d c o d i f i c a t i o n o f e s t a b l i s h e d b e l i e f s a s t o b e s t p r a c t i c e ' .
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A n i n p u t o r i e n t e d p r o c e s s s t i l l h e l d s w a y i n t h e l a t e 1 9 6 0 s . T h e p o s i t i o n s t a t e m e n t s t i l l
t o o k t h e f o r m o f a b a l a n c e s h e e t
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u n d e r t h e o r i g i n a l n a r r o w s t e w a r d s h i p r o l e .
T e n s i o n b e t w e e n t h e t w o w i n g s c o n t i n u e d . T h e A R F r e m a i n e d r e l a t i v e l y i n a c t i v e u n t i l
t h e e a r l y 1 9 7 0 s . A c y n i c m i g h t a r g u e t h a t i t s f o r m a t i o n w a s a t o k e n a c k n o w l e d g m e n t
b y t h e p r o f e s s i o n t h a t f u n d a m e n t a l r e s e a r c h w a s n e e d e d a s a r e s u l t o f t h e
e m b a r r a s s i n g e x p o s u r e s o f t h e 1 9 6 0 s . A r g u a b l y , i t w a s t h e f i r s t i n d i c a t i o n t h a t t h e
A u s t r a l i a n p r o f e s s i o n w a s t o f o l 1 o w t h e l e a d a l r e a d y p r o v i d e d i n t h e U S A i n
e s t a b l i s h i n g i t s A P B - w h i c h , a s a r g u e d e a r l i e r , d i d n o t r e s o l v e i s s u e s o r d e b a t e s .
I n A u s t r a l i a , t h e p r a c t i t i o n e r - l e d a p p r o a c h o f t h e U S A w a s c l e a r l y f o l 1 o w e d b y
s o m e .
m
K e n l e y ( 1 9 7 0 ) w a s b a s e d o n A c c o u n t i n g R e s e a r c h S t u d y N o 7 b y G r a d y
( 1 9 6 5 ) . A l a t e r p u b l i c a t i o n b y K e n l e y a n d S t a u b u s ( 1 9 7 2 ) w a s e s s e n t i a l 1 y i n a c c o r d
w i t h t h e T r u e b l o o d R e p o r t ( 1 9 7 3 ) . H o w e v e r , t h a t i s n o t t o s u g g e s t t h a t A u s t r a l i a n
d e v e l o p m e n t s i g n o r e d U K i n i t i a t i v e s .
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I n 1 9 7 3 , u n d e r t h e u m b r e l 1 a o f t h e j o i n t l y s p o n s o r e d A A R F , t h e A u s t r a l i a n
A c c o u n t i n g S t a n d a r d s C o m m i t t e e ( A A S C ) w a s g i v e n r e s p o n s i b i l i t y f o r t h e
p r e p a r a t i o n o f a c c o u n t i n g s t a n d a r d s . T h e i s s u i n g o f S t a t e m e n t s o n A c c o u n t i n g
S t a n d a r d s b e g a n i n l a t e 1 9 7 3 . I t w a s i n t e n d e d t h a t t h e s e w o u l d r e p l a c e t h e S t a t e m e n t s
o n A c c o u n t i n g P r a c t i c e c o m m e n c e d i n 1 9 7 0 , w h i c h h a d i n t u r n r e p l a c e d t h e e a r l i e r
s e r i e s o f S t a t e m e n t s o n A c c o u n t i n g P r i n c i p l e s a n d R e c o m m e n d a t i o n s o n A c c o u n t i n g
P r a c t i c e ( E v a n s , 1 9 7 4 , p 7 0 ) .
A A S C w a s c r i t i c i s e d d u r i n g t h e 1 9 7 0 s o n a n u m b e r o f g r o u n d s . F i r s t , a s i n o t h e r
A n g l o - A m e r i c a n c o u n t r i e s ' s t a n d a r d s e t t i n g b o d i e s , i t w a s d o m i n a t e d b y t h e
p r o f e s s i o n ( p a r t i c u l a r l y b y p a r t n e r s o f t h e l a r g e p u b l i c a c c o u n t i n g f i r m s , a c r i t i c i s m
m a d e o f t h e A P B i n t h e W h e a t R e p o r t , 1 9 7 2 ) a n d t h e r e f o r e i t s m e m b e r s h i p w a s
p e r c e i v e d a s n o t r e p r e s e n t a t i v e o f a l l i n t e r e s t e d p a r t i e s ( H e n d e r s o n a n d P e i r s o n , 1 9 8 8 ,
p 1 5 7 ) . S e c o n d , i t s o u t p u t w a s t o o s l o w . O n l y t h i r t e e n s t a n d a r d s h a d b e e n i s s u e d b y
1 9 7 8 . I t s e x p l a n a t i o n w a s t h a t i t w a s a p a r t - t i m e c o m m i t t e e w i t h v e r y l i t t l e s u p p o r t
s t a f f . T h i r d , t h e s t a n d a r d s c o n t i n u e d t o c o n c e n t r a t e o n p a r t i c u l a r p r o b l e m s a n d l a c k e d
a n o v e r a l 1 C F w i t h i n w h i c h s t a n d a r d s w e r e f o r m u l a t e d .
D e v e l o p m e n t s , e s p e c i a l 1 y u n d e r t h e C F p r o j e c t i n A u s t r a l i a , a r e r e t u r n e d t o i n C h a p t e r
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5 7 0 I C A A ( 1 9 6 8 , p 6 ) , ' . . . a b a l a n c e s h e e t i s n o t a s t a t e m e n t o f t h e n e t w o r t h o f t h e u n d e r t a k i n g a n d t h i s
i s n o r m a l l y s o e v e n w h e r e t h e r e h a s b e e n a r e v a l u a t i o n o f a s s e t s a n d t h e b a l a n c e s h e e t a m o u n t s a r e
b a s e d o n t h e r e v a l u a t i o n i n s t e a d o f o n c o s t . '
5 7 ] T h i s s h i f t i n i n f l u e n c e f r o m t h e U K t o U S A w a s n o t e d b y E v a n s ( 1 9 7 4 , p 7 1 ) , ' . . . d e s p i t e t h e
g e n e r a l s i m i l a r i t y b e t w e e n d e v e l o p m e n t s a t t h i s t i m e i n e a c h c o u n t r y , a s w i t h A u s t r a l i a n l e g a l
a u t h o r i t i e s , A u s t r a l i a n p r o f e s s i o n a l a c c o u n t i n g b o d i e s d e f i n i t e l y t o o k a d i f f e r e n t l i n e t h a n t h e i r U K
c o u n t e r p a r t s . T h e p r e - 1 9 7 0 s t a t e m e n t s o n a c c o u n t i n g p r a c t i c e s e e m e d t o b e t h e l a s t r u l e s s u b s t a n t i a l l y
d u p l i c a t i n g U K e f f o r t s . '
l 7 2 F o r e x a m p l e t h e w o r k o f t h e J e n k i n s C o m m i t t e e l e d H e i n , 1 9 7 8 ( p 2 3 4 - 2 3 5 ) t o n o t e , ' C o m p a r a t i v e l y
l i t t l e d i s s a t i s f a c t i o n w i t h t h e r e q u i r e m e n t s f o r t h e p r e s e n t a t i o n o f l i a b i l i t i e s o n t h e b a l a n c e s h e e t h a s
b e e n r e v e a l e d b y t h e c u r r e n t t e s t i m o n y o f t h e w i t n e s s e s b e f o r e t h e J e n k i n s C o m m i t t e e . O n e r e l a t i v e l y
m i n o r p o i n t m a y b e w o r t h n o t i n g . . . . T h e p r e s e n t t r e n d o f t h e p r a c t i c e i n E n g l a n d i s t o s h o w f u t u r e t a x
a s a n i t e m s e p a r a t e f r o m e i t h e r r e s e r v e s o r l i a b i l i t i e s . S o m e w i t n e s s e s f a v o r c h a n g i n g t h e l a w t o p e r m i t
s u c h t r e a t m e n t . ' O t h e r U K i s s u e s o f t h e t i m e a r e l i s t e d i n N o b e s & P a r k e r ( 1 9 7 9 , p 2 0 2 - 2 0 5 ) .
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6 . 3 C h a m b e r s ' 1 9 6 6 A c c o u n t i n g , E v a l u a t i o n a n d E c o n o m i c B e h a v i o r .
B e r l e ( 1 9 5 4 , p 1 3 ) d r e w w h a t h e c a l l e d ' a n i n t e r e s t i n g p a r a d o x ' . T h e f i r s t h a l f o f t h e
t w e n t i e t h c e n t u r y w a s a p e r i o d f e r t i l e a n d b o l d i n p h y s i c a l s c i e n c e . Y e t t o h i m i t
l a c k e d a n y c o r r e s p o n d i n g l y g r e a t h y p o t h e s e s i n e c o n o m i c s o r p o l i t i c s . P h y s i c a l
s c i e n c e w e n t f r o m e x p e r i m e n t a t i o n t o p r a c t i c a l a p p l i c a t i o n , c h a n g i n g t h e f a c e o f t h e
w o r l d . I n e c o n o m i c s , t h e m e a s u r e m e n t s a n d t o o l s , u p o n w h i c h s c i e n t i f i c t h e o r i e s m a y
l a t e r b e c o n s t r u c t e d , w e r e o n l y b e i n g a c c u m u l a t e d . I n p o l i t i c s , h e s u g g e s t e d e m p h a s i s
w a s p l a c e d m a i n l y o n i n t u i t i o n . A n e x c e p t i o n w a s t h e u s e o f t h e o r e t i c a l i d e a s
p r o p o s e d b y e c o n o m i s t s a n d p h i l o s o p h e r s . W i t h o u t l i t t l e d o u b t , o n e i l l u s t r a t i o n o f
s u c h a n e x c e p t i o n w a s t h e d e v e l o p m e n t o f C h a m b e r s ' C o C o A .
m
C h a m b e r s ' r e s e a r c h a n d w r i t i n g s w e r e i n f l u e n c e d b y h i s w o r k e x p e r i e n c e s v " i n t h e
1 9 4 0 s ( 1 9 7 0 a , p 3 9 ) i n v a r i o u s w a y s , i n c l u d i n g :
5 7 3 D u s t - c o v e r f l a p s o f t h e t e x t ( \ 9 6 6 a ) p r o v i d e a n A b s t r a c t , ' F o u n d e d o n t h e c o n c e p t t h a t t h e s y s t e m o f
m o n e t a r y s i g n s i s a p r i m e l a n g u a g e i n a n y i n d u s t r i a l s o c i e t y , t h i s u n i q u e s t u d y p r o v i d e s a h i g h l y l i t e r a t e
a n d c o m p r e h e n s i v e l y d e v e l o p e d b a s i s f o r t h e e s t a b l i s h m e n t o f a c c o u n t i n g a s a p r i n c i p a l s o u r c e o f
f i n a n c i a l r e l a t i o n s h i p s a n d e c o n o m i c a c t i o n s .
T r e a t i n g a c c o u n t i n g a s a s y s t e m o f d i s c o v e r y s u b j e c t t o r u l e s w h i c h g o v e r n l i k e a v e n u e s o f r i g o r o u s
i n q u i r y , t h i s b o o k f i n d s t h e f o u n d a t i o n s o f t h e o r y a n d p r a c t i c e i n a v a r i e t y o f s c i e n t i f i c d i s c i p l i n e s -
e c o n o m i c , p s y c h o l o g y , l a w , m e t r o l o g y , c o m m u n i c a t i o n t h e o r y . A c c o u n t i n g i s s h o w n t o b e a p o t e n t i a l
s o u r c e o f m u c h m o r e r e l i a b l e i n f o r m a t i o n t h a n i s c u r r e n t l y p r o d u c e d . T h e r e l a t i o n s h i p o f s u c h
i n f o r m a t i o n t o t h e c h o i c e s o f m a n a g e r s , i n v e s t o r s , a n d f i n a n c i e r s i s t h o r o u g h l y d e v e l o p e d . T h i s b o o k
d e m o n s t r a t e s t h e s e r v i c e s o f a c c o u n t i n g a s a n i n f o r m a t i o n a n d c o m m u n i c a t i o n m e d i u m , a s a h i g h l y
s c i e n t i f i c m e a s u r e m e n t o r i n s t r u m e n t a t i o n s y s t e m , a n d a s a b r a n c h o f e c o n o m i c e p i s t e m o l o g y . I t s
c o n c l u s i o n s b e a r o n t h e s t u d y o f t h e e c o n o m i c s o f t h e f i r m , o r g a n i z a t i o n a l b e h a v i o r , b u s i n e s s f i n a n c e ,
a n d r e l a t e d f i e l d s .
' A c c o u n t i n g , E v a l u a t i o n a n d E c o n o m i c B e h a v i o r p r o v i d e s a f u l l y - r o u n d e d i n t r o d u c t i o n t o t h e f i e l d o f
a c c o u n t i n g t h e o r y , g i v i n g a n o v e l a n d s y s t e m a t i c b a s i s f o r i t s s t u d y a n d t e a c h i n g . A t t h e s a m e t i m e ,
b e i n g b a s e d o n o b s e r v e d r e a l i t i e s , i t s c o n c l u s i o n s s u g g e s t c o n c r e t e d i r e c t i o n s i n w h i c h m a n y a s p e c t s o f
a c c o u n t i n g p r a c t i c e m i g h t m o v e , f o r t h e u l t i m a t e i m p r o v e m e n t o f t h e s e r v i c e s g i v e n t o c l i e n t f i r m s , t o
m a n a g e m e n t a n d t o t h e i n v e s t i n g p u b l i c .
' I n d i c a t i v e o f t h e l i n e o f d e v e l o p m e n t o f t h i s s t u d y i s t h e r e i n s t a t e m e n t o f t h e b a l a n c e s h e e t , a n d
e m p h a s i s o n t h e n e c e s s i t y o f c o n t e m p o r a r y i n f o r m a t i o n i n t h e b a l a n c e s h e e t a n d i n c o m e s t a t e m e n t , a n d
b o t h i n f i n a n c i a l a n d c o s t o r m a n a g e m e n t a c c o u n t i n g .
' I n a l l , t h i s w o r k o f f e r s a n i d e a l s y s t e m f o r t h e a c c o u n t i n g f i e l d , a n d a h i g h l y e n l i g h t e n i n g d i s c u s s i o n o f
t h e m a j o r i n f l u e n c e s w h i c h h a v e r e s u l t e d i n t h e d e v i a t i o n o f t r a d i t i o n a l a c c o u n t i n g p r a c t i c e s f r o m t h i s
i d e a l . W i t h r e s p e c t t o i t s s c o p e a n d i t s e n c y c l o p e d i c s t o r e o f i d e a s , t h i s i m p o r t a n t b o o k i s u n p a r a l l e l e d
i n t h e l i t e r a t u r e o f t h e f i e l d . '
5 7 4 C h a m b e r s ( 1 9 7 0 a , p 3 9 ) , ' S o m e t w e n t y - f i v e y e a r s a g o I w a s e n g a g e d i n a g o v e r n m e n t r e g u l a t o r y
a g e n c y w h i c h , f o r i t s p u r p o s e s , r e q u i r e d t h e a n a l y s i s a n d c o m p a r i s o n o f t h e f i n a n c i a l p o s i t i o n s , r e s u l t s
a n d t h e c o s t s o f b u s i n e s s f i r m s i n a l l k i n d s o f i n d u s t r i e s . F o r a t i m e t h i s w o r k w a s m y s o l e
p r e o c c u p a t i o n . T h e c o n v e n t i o n a l a c c o u n t i n g p r o c e s s e s o n w h i c h t h e f i n a n c i a l s t a t e m e n t s w e r e b a s e d
m a d e c o m p a r i s o n s b e t w e e n f i r m s , e v e n i n t h e s a m e t r a d e , m o s t d i f f i c u l t . T h e p r e s s i n g t a s k s o f
a d m i n i s t r a t i o n p r e v e n t e d u s f r o m s e e k i n g a s o l u t i o n w h i c h w o u l d t r e a t f i r m s o f d i f f e r e n t a g e s a n d s i z e s
e q u i t a b l y . B u t t h e e x p e r i e n c e l e f t a g r e a t s e n s e o f u n e a s i n e s s , a s e n s e o f d e a l i n g w i t h s o m e t h i n g q u i t e
u n d i s c i p l i n e d , s u b j e c t t o n o f i r m p r i n c i p l e s . W h e n I l e f t t h a t p o s i t i o n I w a s q u i t e d i s e n c h a n t e d a b o u t
a c c o u n t i n g . . . .
' F o r t h e f o l l o w i n g n i n e y e a r s I w a s e n g a g e d i n t h e t e a c h i n g o f a s p e c t s o f m a n a g e m e n t . M y m a i n
i n t e r e s t w a s i n f i n a n c i a l a s p e c t s o f b u s i n e s s ; b u t a s t h e s e a s p e c t s o f b u s i n e s s t o u c h e v e r y p a r t i c i p a n t i n
t h e a c t i v i t i e s o f a f i r m i n s o m e w a y , t h e i r s t u d y I c o n s i d e r e d t o p r o v i d e , i n m i c r o c o s m , e x a m p l e s o f t h e
w h o l e o f t h e r e l a t i o n s b e t w e e n a b u s i n e s s e n t i t y a n d i t s o w n e r s , m a n a g e r s , c r e d i t o r s , c u s t o m e r s ,
c o m p e t i t o r s , a n d s o o n . C h a n g e s i n t h e a t t i t u d e s a n d a c t i o n s o f a n y o f t h e s e p a r t i e s w o u l d r e q u i r e
c h a n g e s i n t h e a c t i o n s , t a c t i c s a n d s t r a t e g i e s o f t h e f i r m . T h e i m m e d i a t e p o s t - w a r y e a r s p r o v i d e d
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• a n a l y s i s a n d c o m p a r i s o n s u s i n g d a t a f r o m c o n v e n t i o n a l a c c o u n t i n g w e r e m o s t
d i f f i c u l t , i f n o t i m p o s s i b l e ,
• a c c o u n t i n g s e e m e d u n d i s c i p l i n e d a n d l a c k e d f i r m p r i n c i p l e s ,
• r e l a t i o n s a m o n g s t a k e h o l d e r s i n a b u s i n e s s e n t i t y p r o v i d e d a h o l i s t i c v i e w o f
t h a t e n t i t y ,
• c h a n g e s i n a t t i t u d e s o f a n y p a r t y w o u l d r e q u i r e c h a n g e s i n a c t i o n s a n d
s t r a t e g i e s o f t h e e n t i t y , a n d
• i d e n t i f i c a t i o n o f t h e n o t i o n o f a d a p t a t i o n .
C o n f i r m a t i o n i s f o u n d i n h i s r e f l e c t i o n s ( 1 9 9 1 a , 1 9 9 6 , 1 9 9 8 , 1 9 9 9 , 2 0 0 0 ) p u b l i s h e d
s o m e y e a r s l a t e r .
F r o m t h e 1 9 5 0 s , C h a m b e r s w a s i n v o l v e d i n d e b a t e s r e l a t e d t o t h e f u n c t i o n o f
a c c o u n t i n g r e p o r t s , g e n e r a l l y i n a c o n t e x t o f C O b u t a l s o w i t h i n h i s ' t o t a l s c e n e ' o f
d e c i s i o n - m a k i n g . H e ( 1 9 7 2 b , p 1 5 5 ) f o u n d i t s t r a n g e t h a t a l t h o u g h m u c h t i m e , e f f o r t
a n d o t h e r r e s o u r c e s h a d b e e n e x p e n d e d o n t h e d e v e l o p m e n t o f A A P , p r o b l e m s
c o n t i n u e d , i n c l u d i n g t h e m e t h o d b y w h i c h t h e y w e r e d e v e l o p e d a n d p r o m u l g a t e d . m
H i s t h e m e h e r e w o u l d s e t t h e s c e n e f o r l a t e r d e b a t e s ( C h a m b e r s , I 9 7 6 b ) .
O n e h a d t o d o w i t h t h e n o t i o n o f a d a p t a t i o n . T h i s w a s a n a n a t h e m a t o t w o g r o u p s . T h e
f i r s t w a s t h e f o l l o w e r s o f c o n v e n t i o n a l a c c o u n t i n g ( a n d t h e M a y l e g a c y ) w h o
e m p l o y e d t h e c o n v e n t i o n o f ' g o i n g - c o n c e r n ' , s o u g h t m a i n t e n a n c e o f t h e s t a t u s q u o
a n d m a i n t a i n e d c o n t r o l b y t h e p r a c t i t i o n e r w i n g o f t h e p r o f e s s i o n ( r e c a l l C h a p t e r 4 ) .
T h e s e c o n d w a s t h e s u p p o r t e r s o f C C A w h o s o u g h t m a i n t e n a n c e o f m a t e r i a l o r
p h y s i c a l w e a l t h a n d c o n t r o l b y a m a n a g e m e n t g r o u p o f t h e a c t i v i t i e s o f t h e b u s i n e s s
e n t i t y . 5 7 6
A s m e n t i o n e d e a r l i e r , o v e r t h e y e a r s v a r i o u s w r i t e r s ( f o r e x a m p l e , C a n n i n g , 1 9 2 9 ;
M a c N e a l , 1 9 3 9 ) t o o k e x c e p t i o n t o t h e o u t p u t o f c o n v e n t i o n a l a c c o u n t i n g , a s d i d
C h a m b e r s . Y ' C h a m b e r s ' ( 1 9 6 6 , p 2 5 2 ) c r i t i c i s m o f t h e b a l a n c e s h e e t u n d e r
n u m e r o u s f r e q u e n t a n d v a r i e d e x a m p l e s o f t h e s h u f f l i n g a n d b a r g a i n i n g a n d h a g g l i n g w h i c h g o b y t h e
g e n e r a l d e s c r i p t i o n o f a d a p t a t i o n . '
5 7 5 C h a m b e r s ( \ 9 7 2 b , P 1 5 5 ) , ' T h e A m e r i c a n I n s t i t u t e h a s b e e n i n t h e b u s i n e s s o f m a k i n g
r e c o m m e n d a t i o n s a n d p r o n o u n c e m e n t s s i n c e a b o u t 1 9 1 7 , a n d t h e A m e r i c a n A c c o u n t i n g A s s o c i a t i o n
h a s b e e n p u b l i s h i n g s t a t e m e n t s o n a c c o u n t i n g p r i n c i p l e s s i n c e 1 9 3 5 . I t s e e m s s t r a n g e i n d e e d t h a t a f t e r
a l l t h a t t i m e t h e q u e s t i o n i s s t i l l b e i n g a s k e d : H o w s h o u l d a c c o u n t i n g p r i n c i p l e s b e e s t a b l i s h e d ? A n d
s t r a n g e t h a t i t s h o u l d b e a s k e d b y t h e t w o o r g a n i z a t i o n s w h i c h h a v e a l r e a d y d e v o t e d m o r e t i m e a n d
e f f o r t t o t h e d i s c u s s i o n o f p r i n c i p l e s t h a n p e r h a p s a n y o t h e r p r o f e s s i o n a l a c c o u n t i n g o r g a n i z a t i o n i n t h e
w o r l d . T h e s e m o t i o n s s e e m t o s u g g e s t t h a t b o t h o r g a n i z a t i o n s h a v e g r a v e d o u b t s a b o u t t h e e f f i c a c y o f
a l l t h e " r e s e a r c h " r e c o m m e n d a t i o n s , s t a t e m e n t s , o p i n i o n s a n d p r o h i b i t i o n s t h e y h a v e s p o n s o r e d o r
u t t e r e d a t l e a s t i n t h e l a s t d e c a d e . '
5 7 6 C h a m b e r s ( \ 9 7 8 , p I 4 3 ) , ' B u t t h e r e i s n o r u l e o f b u s i n e s s a d m i n i s t r a t i o n o r e c o n o m i c b e h a v i o u r
w h i c h e n t a i l s t h a t a p h y s i c a l c a p a c i t y o r a s t o c k o f m a t e r i a l g o o d s s h o u l d b e m a i n t a i n e d . T h e a d a p t i v e
b e h a v i o u r c h a r a c t e r i z e d b y t h e d e s c r i p t i o n " e c o n o m i c a l l y r a t i o n a l b e h a v i o u r " e n t a i l s t h a t f i r m s w i l l
s e e k t h e m o s t p r o m i s i n g d e p l o y m e n t o f t h e m o n e y ( g e n e r a l p u r c h a s i n g p o w e r ) t h a t c o m e s u n d e r t h e i r
c o n t r o l d a y b y d a y . I n t h e f a c e o f s h i f t s i n d e m a n d a n d t e c h n o l o g y , i t w o u l d b e f o l l y t o i n s i s t r o u t i n e l y
o n r e p l a c i n g p h y s i c a l g o o d s . '
5 7 7 C h a m b e r s ( 1 9 7 0 a , p 4 1 ) , ' 1 h a v e g i v e n t h i s b r i e f a c c o u n t o f s o m e t w e n t y y e a r s ' t h i n k i n g - a b o u t
p r a c t i c a l e x p e r i e n c e s , a b o u t o b s e r v e d f i n a n c i a l e v e n t s a n d a b o u t t h e s t a t e o f a c c o u n t i n g d o c t r i n e -
s i m p l y t o s h o w t h a t t h e o u t c o m e w a s n o t j u s t a n o v e l t y . I t w a s a c o n c l u s i o n t o w h i c h e v e r y t h i n g
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c o n v e n t i o n a l a c c o u n t i n g w a s c l e a r , e s p e c i a l l y r e g a r d i n g t h e m e a n i n g o f t h e p h r a s e
' f i n a n c i a l p o s i t i o n , . 5 7 8 W r i t i n g o f G r a d y ( 1 9 6 5 ) , C h a m b e r s ( 1 9 6 6 , p 2 5 0 ) l i n k e d h i s
c r i t i c i s m s t o t h e i d e a o f s t e w a r d s h i p . V " H e q u e s t i o n e d t h e u s e o f t h e t e r m f i d u c i a r y -
o n e t a k e n f r o m t h e l e g a l d e f i n i t i o n s f o u n d i n t r u s t l a w a n d r e l a t e d a c c o u n t i n g - i n a
c o n t e x t o f m o d e m c o m p a n i e s . T o h i m , a b a l a n c e s h e e t u n d e r c o n v e n t i o n a l
a c c o u n t i n g m i g h t h a v e h a d a f u n c t i o n i n a n a r r o w s t e w a r d s h i p r e l a t i o n s h i p , a s
W h i t n e y p o i n t e d o u t e a r l i e r ( s e e 5 . 2 . 2 ) . B u t t i m e s h a d c h a n g e d . i ' "
A d i f f e r e n t r e p o r t - a f i n a n c i a l o n e - w a s r e q u l r e d . l " H e w o u l d h o w e v e r l i m i t t h e
' e v e n t s a n d t r a n s a c t i o n s ' t o b e i n c l u d e d q u i t e d r a m a t i c a l l y , e s p e c i a l l y b y e x c l u d i n g
a n y o f a n e x a n t e t y p e .
C h a m b e r s h a d a c l e a r v i e w o f w h a t w a s t o b e t h e f u n c t i o n o f C o C o A . H o w e v e r , h e
d e t e r m i n e d t h a t i n d e v e l o p i n g C o C o A , h e w o u l d h a v e t o e l i m i n a t e m u c h o f e x i s t i n g
d o g m a ( t h e M a y l e g a c y i n c l u d e d ) . 5 8 2 G a f f i k i n ( 2 0 0 3 a , p 2 9 2 ) e s t a b l i s h e d t h a t
C h a m b e r s ' d e t e r m i n e d t h a t t h e f u n d a m e n t a l p r e m i s e s o f a t h e o r y o f a c c o u n t i n g l a y
o u t s i d e t h e f i e l d o f a c c o u n t i n g p r o p e r . T h e r e a r e f o u r s u c h p r e m i s e s ; f i r s t a c c o u n t i n g
e n t i t i e s a r e c o l l a b o r a t i v e s y s t e m s ; s e c o n d , t h e y a r e r a t i o n a l l y m a n a g e d , t h i r d , b y
r e c o u r s e t o c u r r e n t a n d r e l e v a n t f i n a n c i a l i n f o r m a t i o n ; a n d f o u r t h , a c c o u n t i n g i s a
s e r v i c e f u n c t i o n . '
p o i n t e d - p r o v i d e d o n e c o u l d o n l y f r e e o n e s e l f f r o m t h e " s a n c t i t y " o f e s t a b l i s h e d d o c t r i n e l o n g e n o u g h
t o a l l o w t h e e v i d e n c e t o a c c u m u l a t e . ' O t h e r s l i k e S t e r l i n g ( 1 9 7 0 ) a n d S t a u b u s ( 1 9 7 7 ) a l s o r e a c h e d t h i s
c o n c l u s i o n .
5 7 8 C h a m b e r s ( 1 9 6 6 , p 2 5 2 ) , ' I t i s d e m o n s t r a b l e t h a t t h e r e s u l t o f a p p l y i n g g e n e r a l l y a c c e p t e d
a c c o u n t i n g p r i n c i p l e s d o e s n o t g i v e f i n a n c i a l p o s i t i o n a s i t i s u n d e r s t o o d b y m e r c h a n t s o r f i n a n c i e r s i n
t h e m a r k e t p l a c e , o r e v e n a s i t i s u n d e r s t o o d b y l a y m e n . L e t a n y m a n a s k h i m s e l f o r a n o t h e r w h a t i s h i s
f i n a n c i a l p o s i t i o n . H e w i l l n o t f o r a m o m e n t t h i n k o f g i v i n g w h a t h e p a i d f o r h i s h o u s e a n d l a n d , h i s
s e c u r i t i e s a n d o t h e r a s s e t s . '
5 7 9 C h a m b e r s ( 1 9 6 6 , p 2 5 0 - 2 5 1 ) , ' N o w t h e r e l a t i o n s h i p s o f m a n a g e r s " t o s t o c k h o l d e r s , c r e d i t o r s ,
g o v e r n m e n t a n d o t h e r s h a v i n g b o n a f i d e i n t e r e s t s " . . . c a n s c a r c e l y a l l b e d e s c r i b e d a s f i d u c i a r y
r e l a t i o n s h i p s , w i t h o u t w a r p i n g t h e m e a n i n g o f f i d u c i a r y . N o n e o f t h e s e r e l a t i o n s h i p s i s a f i d u c i a r y
r e l a t i o n s h i p i n t h e c u s t o m a r y s e n s e . I t i s n o d o u b t r e a s o n a b l e t o s a y t h a t d i r e c t o r s a n d m a n a g e r s o c c u p y
p o s i t i o n s o f t r u s t , i n t h e s e n s e t h a t o t h e r s t r u s t t h e m . B u t n o t i n t h e s e n s e t h a t t h e y a r e t r u s t e e s . '
5 8 0 C h a m b e r s ( 1 9 6 6 , p 2 5 1 ) c o n t i n u e d , ' T h e o b j e c t o f t h e s e o b s e r v a t i o n s i s n o t t o c l a r i f y a s i m p l e v e r b a l
p o i n t . I t i s t o s t r i k e a t t h e r o o t o f w h a t s e e m s t o b e a n e r r o r i n c o n c e p t i o n . I f t h e a c c o u n t a b i l i t y o f
m a n a g e m e n t i s s e e n a s a f i d u c i a r y a c c o u n t a b i l i t y i n t h e u s u a l s e n s e , i t w i l l l e n d s u p p o r t t o t h e i d e a t h a t
m a n a g e m e n t i s a c c o u n t a b l e i n r e s p e c t o f t h e s u m s o f m o n e y " e n t r u s t e d " b y e q u i t y h o l d e r s , a n d a
b a l a n c e s h e e t s h o w i n g a g g r e g a t e o u t l a y s f r o m s u c h s u m s m a y b e h e l d t o b e j u s t i f i e d ; t h e i n i t i a l c o s t s o f
a s s e t s w i l l b e a c c e p t a b l e a s b a l a n c e s h e e t f i g u r e s . '
5 8 1 C h a m b e r s ( 1 9 6 6 a , p 1 3 6 ) a r g u e d , ' I f , a n d o n l y i f , a l l e v e n t s a n d t r a n s a c t i o n s , a n d o n l y t h o s e e v e n t s
a n d t r a n s a c t i o n s , w h i c h h a v e a b e a r i n g o n t h e f i n a n c i a l p o s i t i o n o f a n e n t i t y h a v e b e e n d u l y r e p r e s e n t e d
b y e n t r i e s i n t h e a c c o u n t i n g s y s t e m , t h e b a l a n c e s h e e t w i l l r e p r e s e n t t h e f i n a n c i a l p o s i t i o n o f t h e e n t i t y
a s a t t h e d a t e f o r w h i c h i t i s d r a w n . '
5 8 2 C h a m b e r s ( 1 9 7 0 a , p 4 1 ) , ' I c o n c l u d e d t h a t o n l y b y t h e p e r s i s t e n t a t t e m p t t o c o n s t r u c t a t h e o r y
i n d e p e n d e n t l y o f t h e e x i s t i n g d o g m a , b u t w i t h a n o p e n e y e t o c o m m e r c i a l a n d f i n a n c i a l e v e n t s , c o u l d
o n e c i r c u m v e n t t h e c o n t r a d i c t i o n s a n d i n c o n s i s t e n c i e s o f e x i s t i n g e x p o s i t i o n s a n d r e c o m m e n d a t i o n s o n
a c c o u n t i n g p r a c t i c e s .
' O l d h a b i t s d i e h a r d , h o w e v e r . '
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R e g a r d i n g t h e f i r s t p r e m i s e , C h a m b e r s i d e n t i f i e d v a r i o u s c o n s t i t u e n t s i n a f i r m , a l l o f
w h o m h a d s a t i s f a c t i o n s t o b e m e t w h i l e a c t i n g i n m a r k e t s . H o w e v e r , a d a n g e r w a s t h a t
t h e p r e p a r e r o f t h e r e p o r t c o u l d , g i v e n t h e f l e x i b i l i W o f G A A P a n d c o n v e n t i o n s l i k e
c o n s e r v a t i s m , u s u r p d e c i s i o n - m a k e r s ' c h o i c e s . 5 8 T o C h a m b e r s , t h e f i n a n c i a l
i n f o r m a t i o n w a s t o a s s i s t i n , n o t m a k e , t h e c h o i c e / d e c i s i o n . T h e s e c o n d p r e m i s e o f
r a t i o n a l i t y w a s d e b a t e d b y L e f t w i c h ( 1 9 6 9 ) a n d r e s p o n d e d t o b y C h a m b e r s ( l 9 6 9 a ) .
L e f t w i c h s e e m e d i n f l u e n c e d b y h i s m e n t o r G y n t h e r ( 1 9 7 2 ) , a C C A s u p p o r t e r , a n d
v i r u l e n t l y o p p o s e d t o C h a m b e r s ' a r g u m e n t s .
G a f f i k i n ( 2 0 0 3 a , p 2 9 3 ) a r g u e d t h a t p e r h a p s e c o n o m i c r a t i o n a l i t y i s t h e l e a s t
c o n t r o v e r s i a l o f C h a m b e r s p r e m i s e s , a s i t ' h a s b e e n a c o r n e r s t o n e o f m u c h e c o n o m i c
t h o u g h t . ' S t a l e b r i n k & S a c c o ( 2 0 0 3 ) p r o v i d e s o m e b a c k g r o u n d t o C h a m b e r s ' u s e o f
t h e A u s t r i a n f r a m e w o r k , e s p e c i a l l y t h e w r i t i n g s o f H a y e k a n d v o n M i s e s . T h e f o r m e r
m a d e a d i s t i n c t i o n b e t w e e n s c i e n t i f i c a n d p r i v a t e k n o w l e d g e i n e c o n o m i c d e c i s i o n -
m a k i n g . B o t h w r i t e r s e m p h a s i s e d p r i c e s a s e m e r g i n g f r o m t r a d e a m o n g i n d i v i d u a l s o r
g r o u p s . T h e f r a m e w o r k a l s o r e f e r r e d t o ' r a t i o n a l i t y ' i n t h e m a r m e r u s e d b y C h a m b e r s
( l 9 6 6 a , p 4 5 - 4 6 ) .
R e g a r d i n g t h e l a s t t w o p r e m i s e s , f r o m h i s r e a s o n i n g i " o n
• I n d i v i d u a l T h o u g h t a n d A c t i o n ,
• E n d s a n d M e a n s ,
• T h e E n v i r o n m e n t o f A c t i o n , a n d
• M o n e t a r y C a l c u l a t i o n ,
C h a m b e r s ( 1 9 6 6 a , p 1 0 2 ) d e v e l o p e d t h e d e f i n i t i o n
A c c o u n t i n g i s a s y s t e m a t i c m e t h o d o f r e t r o s p e c t i v e a n d c o n t e m p o r a r y
m o n e t a r y c a l c u l a t i o n t h e p u r p o s e o f w h i c h i s t o p r o v i d e a c o n t i n u o u s s o u r c e
o f f i n a n c i a l i n f o r m a t i o n a s a g u i d e t o f u t u r e a c t i o n i n m a r k e t s .
T h e r e f e r e n c e t o ' f i n a n c i a l ' w o u l d b e c o m e c r i t i c a l t o t h e a r g u m e n t a s h e t i g h t e n e d t h e
m e a n i n g t o ' m o n e y e q u i v a l e n t s ' J ' " A r g u m e n t h e r e c o n t i n u e s i n C h a p t e r 8 .
' 8 3 S t a u b u s ( 1 9 7 7 , p 8 9 ) t i e s i n w e l l t h e d e c i s i o n - m a k i n g ( C h a m b e r s ' ' c h o i c e ' ) a n d t h e f u n c t i o n o f
a c c o u n t i n g , ' T h e m o r e s i g n i f i c a n t p o i n t , h o w e v e r , i s t h a t a c c o u n t i n g i s v a l u a b l e l a r g e l y b e c a u s e
a c c o u n t i n g o u t p u t s a r e u s e f u l i n t h e p r e d i c t i o n p r o c e s s e s a n d m o d e l s o f d e c i s i o n m a k e r s , n o t t h o s e o f
a c c o u n t a n t s . D e c i s i o n s a l w a y s r e q u i r e p r e d i c t i o n s , i f i n n o o t h e r w a y t h a n t o a s s u m e t h a t t h e f u t u r e w i l l
b e l i k e t h e p a s t . '
' 8 4 H u s b a n d ( 1 9 5 4 , p l l ) a g r e e d w i t h t h e t h r u s t o f t h e a r g u m e n t , ' A c c o u n t i n g i s a p u r p o s i v e t h i n g . W e
a r e b e g i n n i n g t o c o m p r e h e n d t o g r e a t e r e x t e n t t h e s i g n i f i c a n c e o f t h i s f a c t . T h e r e a r e a n u m b e r o f e n d s
t o b e s e r v e d ; t h e s e a r e n o t n e c e s s a r i l y s e r v e d e q u a l l y w e l l b y t h e p r o v i s i o n o f t h e s a m e k i n d o f d a t a .
P u r p o s e s h o u l d b e u s e d a s a c r i t e r i o n b y w h i c h t h e m e a n s a r e j u d g e d . T r a d i t i o n t h e r e f o r e l o s e s s o m e o f
i t s c o n t r o l l i n g i n f l u e n c e a n d l o g i c a l , p h i l o s o p h i c a n a l y s i s g a i n s i n i m p o r t a n c e . '
' s s C h a m b e r s ( l 9 7 0 a , p 4 9 ) , ' W e s p e a k q u i t e g e n e r a l l y o f j i n a n c i a l s t a t e m e n t s a n d j i n a n c i a l p o s i t i o n . 1
s u s p e c t w e o f t e n u s e t h e a d j e c t i v e l o o s e l y . F i n a n c e m e a n s m o n e y , c a s h o r i t s s u b s t i t u t e s . " F i n a n c i a l "
h a s t h e r e f o r e t o d o w i t h m o n e y . I t s e e m s r e a s o n a b l e t h a t a f i n a n c i a l s t a t e m e n t s h o u l d d e a l w i t h m o n e y
a n d t h e e q u i v a l e n t s i n t e r m s o f m o n e y o f c l a i m s a n d o t h e r a s s e t s a n d o b l i g a t i o n s . T h e m o n e y
e q u i v a l e n t o f a n y t h i n g i s i t s p r i c e . T h i n g s w h i c h h a v e n o m o n e y e q u i v a l e n t , n o p r i c e , h a v e n o p r e s e n t
f i n a n c i a l c h a r a c t e r i s t i c . '
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A p o i n t a b o u t C o C o A o f t e n m i s i n t e r p r e t e d w a s t h a t i t i g n o r e d ' t h e f u t u r e ' . A s
C h a m b e r s ' d e f i n i t i o n a b o v e s t r e s s e d , c h o i c e o r a c t i o n d o e s r e q u i r e d a t a o f t h e
f u t u r e .
5 8 6
W h i l e t h i s d a t a m a y b e i n p a r t i n t h e s a m e f o r m a t o f p o s i t i o n a n d
p e r f o r m a n c e s t a t e m e n t s , t h e k e y f a c t o r i n C o C o A i s t h a t t h e d a t a a r e a n t i c i p a t o r y . 5 8 7
C h a m b e r s w o u l d i n c o r p o r a t e i n C o C o A o n l y r e t r o s p e c t i v e a n d c o n t e m p o r a r y d a t a .
5 8 8
A t a b r o a d e r l e v e l , K a u f m a n n ( 2 0 0 2 , p 7 5 ) p o i n t s o u t t h a t i n t h e i r f i n a n c i a l r e p o r t i n g ,
A u s t r a l i a n g o v e r n m e n t s a r e g u i d e d b y g o v e r n m e n t f i n a n c e s t a t i s t i c s ( G F S ) a n d
A u s t r a l i a n G A A P . T h e f o r m e r i s a s y s t e m o f m e a s u r e m e n t a n d d i s c l o s u r e w h i c h
p r o v i d e s d a t a f o r s t a t i s t i c a l e c o n o m i c a n a l y s i s . G F S m a k e s c o m f l e x - b y m i x i n g
i s s u e s f r o m d i s t i n c t d i s c i p l i n e s - t h e s c o p e o f ' f i n a n c i a l r e p o r t i n g ' . 5 8
U n d o u b t e d l y , t o m o n i t o r e f f e c t i v e n e s s , g o a l s / t a r g e t s m u s t b e i d e n t i f i e d . T h e s e m a y b e
i n ( s a y ) t h e f o r m o f b u d g e t s i n f i n a n c i a l o r n o n - f i n a n c i a l , p h y s i c a l q u a n t i t y t e r m s .
5 9 0
F i n a n c i a l b u d g e t s m a y b e e a s i l y s t r u c t u r e d i n t h e f o r m a t o f f i n a n c i a l p e r f o r m a n c e
( u s i n g r e v e n u e - e x p e n s e o r c a s h r e c e i p t - c a s h e x p e n d i t u r e ) a n d o f f i n a n c i a l p o s i t i o n .
T h e c r o s s - c h e c k i n g p r o v i d e d i s o f c o u r s e t h e b e a u t y o f t h e d o u b l e - e n t r y p r o c e s s
( C r o s b y , 1 9 9 7 , p 2 2 0 ) . H o w e v e r , t h e y r e m a i n e x a n t e , a n t i c i p a t o r y f i g u r e s - p a r t s o f a
d i s t i n c t ( e c o n o m i c ) r e p o r t . C h a m b e r s w o u l d r e s t r i c t C o C o A t o r e t r o s p e c t i v e a n d
c o n t e m p o r a r y a m o u n t s .
5 8 6 B e r l e , ( 1 9 5 4 , p 4 1 ) : ' M a r k e t - p l a c e j u d g m e n t w a s r e n d e r e d c h i e f l y b y i n v e s t m e n t b a n k e r s ; a n d t h e r e
a s a d i f f e r e n c e o f o p i n i o n w h e t h e r i t h e l p e d o r h u r t . W i l l i n g n e s s o f i n d i v i d u a l s , a n d b a n k e r s a n d
i n s t i t u t i o n s r e p r e s e n t i n g t h e m , t o i n v e s t m o n e y , i s b a s e d p r i m a r i l y o n a f a v o r a b l e f o r e c a s t o f t h e
p r o b a b l e f u t u r e o f t h e e n t e r p r i s e . B u t s i n c e t h e f u t u r e i s s t i l l m e r c i f u l l y c o n c e a l e d f r o m t h e k n o w l e d g e
o f m e n a n d i n v e s t o r s , t h e u s u a l c r i t e r i o n f o r j u d g m e n t i s t h e r e c o r d o f p a s t e x p e r i e n c e . T h i s p e r h a p s i s
w h y j u d g m e n t o f t h e m a r k e t p l a c e u s u a l l y t e n d s t o b e " c o n s e r v a t i v e . ' ' '
5 8 7 G r e e r ( 1 9 5 4 , p l 7 7 ) , ' M a n y a c c o u n t a n t s s h r i n k f r o m w h a t o n e o f m y f r i e n d s c a l l s " f o r t u n e t e l l i n g " .
T h e a c c o u n t a n t , t h e y s a y , i s s u p p o s e d t o d e a l i n f a c t s , n o t p r o p h e c y . I t s e e m s t o m e t h a t b o t h t h e t e r m
a n d t h e i m p l i e d c o n c e p t a r e m i s l e a d i n g . I t i s n o t n e c e s s a r y t o p r o p h e c y , b u t i t i s i m p o r t a n t t o m a k e
" p r o j e c t i o n s " o f r e s u l t s a n d f i n a n c i a l p o s i t i o n , b a s e d o n c e r t a i n " a s s u m p t i o n s " a s t o v o l u m e , p r i c e s ,
c o s t s , e t c . T h e i r p r e p a r a t i o n i s p r o b a b l y t h e m o s t i m p o r t a n t s e r v i c e a n a c c o u n t a n t c a n r e n d e r . L e t m e
m a k e t h e b u d g e t s , a n d s o m e o n e e l s e c a n k e e p t h e a c c o u n t s . '
5 8 8 S t a u b u s ( 1 9 7 7 , p 8 8 ) s t r e s s e d t h a t ' C h a m b e r s a l s o h a s e m p h a s i z e d r e p e a t e d l y t h a t a c c o u n t i n g d e a l s
w i t h t h e p a s t a n d t h e p r e s e n t , a n d e x c l u d e s a n t i c i p a t o r y c a l c u l a t i o n s . '
5 8 9 K a u f m a n n ( 2 0 0 2 , p 7 5 ) w r i t e s t h a t G F S ' i s d e v e l o p e d a n d p r o m u l g a t e d b y t h e I M F a n d i s
h a r m o n i s e d w i t h t h e s y s t e m o f n a t i o n a l a c c o u n t s . A u s t r a l i a ' s n a t i o n a l a c c o u n t s a r e p r e p a r e d b y t h e
A u s t r a l i a n B u r e a u o f S t a t i s t i c s ( A B S ) , w h i c h a d o p t e d a c c r u a l G F S f r o m 1 9 9 8 - 9 9 . L a s t D e c e m b e r t h e
I M F f o r m a l l y r e l e a s e d i t s a c c r u a l G F S f r a m e w o r k f o r a p p l i c a t i o n b y m e m b e r c o u n t r i e s . . . A u s t r a l i a n
j u r i s d i c t i o n s u s e b o t h G F S a n d A G A A P f o r d i f f e r e n t p u r p o s e s . T a k i n g t h e c o m m o n w e a l t h a s a n
e x a m p l e , t h e a n n u a l b u d g e t , m i d - y e a r b u d g e t u p d a t e a n d t h e f i n a l b u d g e t o u t c o m e a r e p r i m a r i l y G F S
b a s e d , b u t a l s o i n c l u d e f i n a n c i a l r e p o r t s t h a t a c c o r d w i t h A G A A P . A l l b u d g e t m e a s u r e s ( r e q u e s t s f o r
n e w f u n d i n g ) a n d t h e k e y m e a s u r e m e n t l i n e s ( f i s c a l b a l a n c e a n d u n d e r l y i n g c a s h b a l a n c e ) a r e m e a s u r e d
a n d r e p o r t e d u s i n g G F S p r i n c i p l e s . I n a c c o r d a n c e w i t h A A S 3 1 , t h e c o m m o n w e a l t h a l s o p r e p a r e s a n
a u d i t e d c o n s o l i d a t e d f i n a n c i a l r e p o r t . . . I n s e v e r a l o t h e r j u r i s d i c t i o n s , V i c t o r i a f o r e x a m p l e , b u d g e t
f i n a n c i a l r e p o r t i n g i n a c c o r d a n c e w i t h A G A A P p r e d o m i n a t e s , w i t h G F S t a b l e s p r o v i d e d m o r e a s a
s p e c i a l p u r p o s e r e p o r t . L i k e w i s e , i n N e w Z e a l a n d , t h e a c c o u n t i n g s t a n d a r d s t a k e p r e c e d e n c e w i t h G F S
b a s e d i n f o r m a t i o n p r e s e n t e d a s a s p e c i a l p u r p o s e f i n a n c i a l r e p o r t . '
5 9 0 S o m e f o r m a l i t y i s n o w p r o v i d e d b y t h e M a n a g e m e n t D i s c u s s i o n a n d A n a l y s i s ( M D & A ) r e q u i r e d i n
s o m e c o u n t r i e s ( L o f t u s & M i l l e r , 2 0 0 0 , p 5 5 - 5 9 ) .
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T h i s w o u l d c e r t a i n l y n a r r o w t h e c o n t e x t . G o l e ( 1 9 7 6 , p 7 8 ) a r g u e d , ' T h e e m p h a s i s
a p p e a r s t o b e o n t h e n o n - e s s e n t i a l , r a t h e r t h a n t h e e s s e n t i a l . . . . I t m a y b e f a r b e t t e r t o
r e s t r i c t t h e e x t e n t o f d i s c l o s u r e . . . a n d s h a r p e n t h e m o r e i m p o r t a n t t h i n g s . . . ' I t i s
a r g u e d h e r e t h a t i f f i n a n c i a l p o s i t i o n w a s r e s t r i c t e d t o p a s t o r c u r r e n t m a r k e t e x i t
p r i c e s , w i t h o t h e r e x a n t e p r i c e s a n d c a l c u l a t i o n s a p p e a r i n g u n d e r e c o n o m i c o r s o c i a l
p o s i t i o n , d e b a t e s m a y b e b e t t e r s t r u c t u r e d a n d e v e n t u a l l y r e s o l v e d .
K a u f m a n n ( p 7 5 , e m p h a s i s a d d e d ) , a r g u a b l y i n i m p l i c i t a g r e e m e n t i n t h e m a i n w i t h
C h a m b e r s ' a p p r o a c h , c o n c l u d e s ,
I t i s w e l l r e c o g n i s e d t h a t e a c h f r a m e w o r k h a s i t s p l a c e : G F S i s a n e c o n o m i c
a n a l y s i s t o o l a n d A G A A P p r o v i d e a j i n a n c i a l m a n a g e m e n t t o o l . . . A g a i n s t a
b a c k g r o u n d o f s i m p l i f i c a t i o n , o p p o r t u n i t i e s t o h a r m o n i s e t h e t w o f r a m e w o r k s ,
t o p r o v i d e o n e r e p o r t i n g f r a m e w o r k f o r e x a n t e a n d e x p o s t r e p o r t i n g a r e
b e i n g e x a m i n e d .
I f , f o r e x a m p l e , a n o n - m o n e t a r y a s s e t h a s n o m a r k e t e x i t p r i c e , u n d e r C o C o A i t w o u l d
b e r e c o g n i s e d b u t a p p e a r a t z e r o . I t m a y a p p e a r a t a n e x a n t e v a l u e - i n - u s e f i g u r e o n
t h e e c o n o m i c s t a t e m e n t . T h e d e f i n i t i o n a n d r e c o g n i t i o n o f m o n e t a r y a s s e t o r l i a b i l i t y
m a y r e q u i r e r e v i e w .
C o C o A w a s ( a n d r e m a i n s ) a v e r y t i g h t l y d e v e l o p e d s p e c i e o f a c c o u n t i n g . C o n c e p t s
a n d i d e a s a r e l o g i c a l l y i n t e r r e l a t e d . N o f u t u r e d a t a ( t h o u g h i t i s u s e d i n e v a l u a t i n g
f u t u r e a c t i o n s ) , i s i n c l u d e d . H i s f i n a n c i a l p o s i t i o n i s c o n t e m p o r a r y a n d m a r k e t
o r i e n t e d . O t h e r ( e s p e c i a l l y e x a n t e ) r e p o r t i n g i s t h e p r o v i n c e o f o t h e r a c c o u n t i n g
s p e c i e s .
T h i s l i n e o f r e a s o n i n g m a y e x p l a i n w h y o t h e r s c o n t i n u e d t o c r i t i c i s e b o t h
c o n v e n t i o n a l a c c o u n t i n g a n d f i n a n c i a l r e p o r t s a s t h e y i g n o r e d v a r i o u s e c o n o m i c a n d
s o c i a l a m o u n t s . T h e s e w e r e r e g a r d e d a s e x t e r n a l i t i e s ( E s t e s , 1 9 9 6 , p x ) . F i n a n c i a l
i n d i c a t o r s l i k e f i n a n c i a l r a t e o f r e t u r n w e r e t o b e c o m e p a r a m o u n t i n t h e p o l i c y a r e a
( H a g a n a n d S t a u n t o n , 1 9 8 9 , p 1 2 5 e t s e q ) . C h a m b e r s ( 1 9 6 6 a , p 3 2 l ) w a s a w a r e o f
r e l a t e d c r i t i c i s m s . i ' " C o n s i d e r a t i o n o f n o n - f i n a n c i a l r e t u r n s ( o f s a y a s o c i a l t y p e ) w a s
r e q u i r e d . H o w e v e r , t o a c c o m m o d a t e s u c h r e t u r n s w i t h i n C o C o A w a s d e e m e d
i m p o s s i b l e . D i s t i n c t a c c o u n t i n g s - e c o n o m i c a n d s o c i a l - w e r e r e q u i r e d .
6 . 3 . 1 I n s i g h t s f r o m t h e C o l l e c t i o n
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T h e 1 9 6 0 s c e r t a i n l y p r o d u c e d m u c h q u e s t i o n i n g o f r e p o r t s p r e p a r e d u n d e r t h e
c o n v e n t i o n a l a c c o u n t i n g . F " C h a m b e r s ' i d e a s w o u l d b e k e y c o m p o n e n t s o f v a r i o u s
d e b a t e s a s w e l l a s l e a d i n g t o h i s C o C o A .
5 9 1 C h a m b e r s ( 1 9 6 6 a , p 3 2 1 ) , ' W e r e g a r d e d t h e f i r m a s a n i n s t r u m e n t b y w h i c h i t s c o n s t i t u e n t s s e e t o
i n c r e a s e t h e i r s a t i s f a c t i o n s . U n d e r i n t e r d e p e n d e n c e , w h a t i s s o u g h t i s i n c r e a s e i n t h e g e n e r a l i s e d m e a n s
o f o b t a i n i n g s a t i s f a c t i o n s , n o t m e r e l y g r e a t e r c o m m a n d o v e r m o n e t a r y t o k e n s a s s u c h . '
5 9 2 M a t e r i a l r e f e r r e d t o i n t h i s s u b - s e c t i o n i s g e n e r a l l y f r o m t h e r e s e a r c h e r ' s o w n f i l e s d e v e l o p e d o v e r
t h e y e a r s . T h e y a r e n o t o f c o u r s e a s c o m p l e t e , c a r e f u l l y c a t a l o g u e d n o r c r o s s - r e f e r e n c e d a s t h o s e i n t h e
C o l l e c t i o n . H o w e v e r , m a t e r i a l s r e f e r r e d t o a r e a l s o f o u n d i n t h e C o l l e c t i o n , t o w h i c h i n t e r e s t e d p a r t i e s
a r e r e c o m m e n d e d . F o r e x a m p l e , C h a m b e r s ( 1 9 6 3 a ) i s U S A P 2 0 2 , B o x 2 5 , # 8 3 5 4 .
5 9 3 C h a m b e r s ( 1 9 7 0 a , p 4 0 ) , ' F o r t u n a t e l y f o r m e , t h e r e w a s e v i d e n c e i n A u s t r a l i a t o t h e p o i n t t h a t t h e
l o n g - e s t a b l i s h e d d o c t r i n e o f c o n v e n t i o n a l a c c o u n t i n g - t h e i n i t i a l c o s t d o c t r i n e - w a s n o t i n f a c t
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A s i n m a n y d e b a t e s , t h e o r i g i n a l c a u s e p e r c e i v e d a m o n g w r i t e r s c a n v a r y a s o f t e n
c a u s e s c a n b e m u l t i - d i m e n s i o n a l . D e b a t e r e s u l t e d f r o m a r e p o r t ( A n o n y m o u s , 1 9 6 3 b )
w h i c h ( a m o n g o t h e r t h e m e s ) , q u e s t i o n e d t h e ' g e n e r a l q u a l i t y o f p u b l i s h e d f i n a n c i a l
i n f o r m a t i o n . '
S a n d e r s ( 1 9 6 3 ) r e s p o n d e d t h a t t h e p r o b l e m w a s i n l i n e s o f c o l l u s i o n a m o u n t i n g t o
f r a u d w h i c h l e d t o f i n a n c i a l s t a t e m e n t s w h i c h w e r e n e i t h e r f a i r n o r r e a s o n a b l e . I n
r e s p o n s e , C h a m b e r s ( 1 9 6 3 a ) a r g u e d d i v e r s e a c c o u n t i n g r u l e s a d o p t e d b y m a n a g e m e n t
m a d e c o m p a r i s o n i n v a l i d . A s w e l l , t h e m o n e t a r y t e r m s u s e d w e r e o f a d i f f e r e n t o r d e r
s o t h e i r a d d i t i o n a n d r e s u l t i n g m a n i p u l a t i o n s l e d t o i l l o g i c a l d a t a . H i s s o l u t i o n w a s
C o C o A w h e r e r u l e s w e r e d e v i s e d t o m a k e c o m p a r i s o n v a l i d .
L a t e r t h a t y e a r , a t a l k b y U r q u h a r t ( 1 9 6 3 ) i n t h e c o n t e x t o f g o v e r n m e n t a l i n t e r v e n t i o n
r e g a r d i n g a S E C t y p e b o d y ( m e t i n 6 . 2 . 3 ) , w a s r e p o r t e d . C h a m b e r s r e s p o n d e d
( I 9 6 3 b ) , a r g u i n g t h i s w a s c o u n t e r - p r o d u c t i v e a s t h e t h e n c o m p a n i e s l a w s i n p r i n c i p l e
h a d s u f f i c i e n t p o w e r . H o w e v e r , d e s p i t e t h e s e l a w s , i t r e m a i n e d i m p o s s i b l e t o c o m p a r e
t h e f i n a n c i a l r e s u l t s a n d p o s i t i o n s o f c o m p a n i e s . W h a t w a s r e q u i r e d w a s f i n a n c i a l
i n f o r m a t i o n w i t h t h e q u a l i t i e s o f c o n t e m p o r a r y r e a l i s m a n d c o m p a r a b i l i t y . I f t h i s w a s
p r o v i d e d , v a l i d i n f e r e n c e s w o u l d b e a b l e t o b e d r a w n .
G r e e n ( 1 9 6 3 ) f o u n d C h a m b e r s ' c o m m e n t s ' s u r p r i s i n g a n d d i s t u r b i n g ' . H e a r g u e d -
f o l l o w i n g t h e M a y l e g a c y - c o m p a n i e s h a d t h e r i g h t t o a c c o u n t f o r t h e i r f i n a n c i a l a n d
o p e r a t i n g r e s u l t s p r o v i d e d t h e y c o m p l i e d w i t h G A A P . T h e s e p r i n c i p l e s h a d e v o l v e d
f r o m e x p e r i e n c e g a i n e d o v e r m a n y y e a r s a n d h a d b e e n g e n e r a l l y a c c e p t e d b y t h e
f i n a n c i a l a n d c o m m e r c i a l c o m m u n i t y . A s e t o f i n f l e x i b l e r u l e s w e r e u n n e c e s s a r y . A s
w e l l , m o s t A u s t r a l i a n c o m p a n i e s w e r e h o n e s t i n t h e i r a c c o u n t i n g , u s i n g p r i n c i p l e s
d e v e l o p e d a n d a c c e p t e d b y t h e b e s t b r a i n s i n t h e f i n a n c i a l a n d c o m m e r c i a l
c o m m u n i t i e s o f A u s t r a l i a a n d a l l o t h e r p r o g r e s s i v e c o u n t r i e s . A r g u m e n t s w e r e s i m i l a r
t o t h a t o f M a l
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a n d h i s ' c o n v e n t i o n a l a c c o u n t i n g . ' B y i n f e r e n c e , C h a m b e r s w a s n o t
o n e o f t h o s e ' b e s t b r a i n s ' .
C h a m b e r s ( 1 9 6 3 c ) p e r s i s t e d . U s i n g t h e q u a l i t a t i v e s t a n d a r d o f ' t r u e a n d f a i r ' i f
i n t e r p r e t e d i n a n o n - t e c h n i c a l m a n n e r , h e a r g u e d c o r p o r a t e l a w w a s p r e m i s e d o n t h o s e
c o n t r a c t i n g w i t h a c o m p a n y b e i n g g i v e n a c c e s s t o k n o w l e d g e o f t h e c o m p a n t s
c o n d i t i o n a n d r e s u l t s . T h i s k n o w l e d g e w a s t o b e p r e s e n t e d i n f i n a n c i a l s t a t e m e n t s . ' 5
T h e r e f e r e n c e t o a c o n t r a c t b e t w e e n m a n a g e m e n t a n d s h a r e h o l d e r s o f a c o m p a n y w a s
n o t n e w , o f c o u r s e . I t u n d e r p i n s t h e m a n a g e r i a l t h e o r y o f t h e f i r m a n d a g e n c y t h e o r y
w i t h i t s ' n e x u s o f c o n t r a c t s ' ( C h a m b e r s , 1 9 9 3 ) . C h a m b e r s a r g u a b l y u s e s i t i n t h e
c o n t e x t o f a b r o a d f i d u c i a r y r e l a t i o n s h i p .
e n d o r s e d a n d f o l l o w e d i n p r a c t i c e . P o r i n g o v e r c o m p a n y r e p o r t s , p r o s p e c t u s e s , l o a n i n d e n t u r e s a n d
p r e s s r e p o r t s , I f o u n d t h a t t h i s e v i d e n c e w a s s u b s t a n t i a l . '
5 9 4 C h a m b e r s d i d c o r r e s p o n d w i t h M a y i n t h e 1 9 5 0 s ( U S A P 2 0 2 , B o x 2 4 , # 8 3 7 3 t o # 8 3 7 6 ) . M a y
c o n s i d e r e d t h e ' t i m e i s n o t o p p o r t u n e t o a t t e m p t t o s t a t e o r r e s t a t e a g e n e r a l a c c o u n t i n g t h e o r y . '
C h a m b e r s ( 1 9 5 5 , 1 9 5 7 ) , h o w e v e r , w a s n o t d i s c o u r a g e d a n d c o n t i n u e d h i s w o r k o n C o C o A .
5 9 5 C h a m b e r s ( I 9 6 3 c ) , ' I f t h e l a w i s s o l o o s e , o r i f t h e g e n e r a l a c c e p t a n c e o f t h e p r i n c i p l e s i t p r e s u m e s
d o e s n o t e x i s t , t h e n t h e l a w i s , f o r p r a c t i c a l p u r p o s e s , m e a n i n g l e s s . '
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C h a m b e r s c o n t i n u e d ( 1 9 6 3 d ) t o e m p h a s i s e t h e d i f f i c u l t y m e t b y i n v e s t o r s w h e n f a c e d
w i t h f l e x i b i l i t y i n f i n a n c i a l s t a t e m e n t s f o r d i f f e r e n t c o m p a n i e s . I n f o r m a t i o n m a y b e
d e n i e d o n w h i c h i n v e s t o r s a n d c r e d i t o r s c o u l d c h o o s e . O v e r t i m e e v e n t u a l l o s s e s m a y
b e c o m e m o r e s e r i o u s .
P r o v i s i o n s o f t h e t h e n n e w C o m p a n i e s A c t , C h a m b e r s ( l 9 6 3 e ) p o i n t e d o u t , s t i l l t o o k
n o s t e p t o m a k e t h e i n f o r m a t i o n p u b l i s h e d b y d i f f e r e n t c o m p a n i e s c o m p a r a b l e . H e
p r o c e e d e d , b y w a y o f i l l u s t r a t i o n , t o s h o w h o w r e s u l t s a s g i v e n b y G A A P c o u l d b e
c o n t r a r y t o c o m m o n s e n s e w h i c h n o i n t e l l i g e n t p e r s o n
5 9 6
w o u l d a c c e p t . A s w e l l , h e
( 1 9 6 3 e ) r a i s e d t h e d i f f i c u l t i e s u n d e r t h e r e q u i r e m e n t s o f t h e C o m p a n i e s A c t c a u s e d b y
t h e w o r d ' a m o u n t ' w h i c h w a s o p e n t o w i d e i n t e r p r e t a t i o n s . T h e a m o u n t s o f i t e m s i n a
b a l a n c e - s h e e t c o u l d b e d e t e r m i n e d i n m a n y d i f f e r e n t w a y s , e s p e c i a l l y u n d e r
c o n v e n t i o n a l a c c o u n t i n g .
H e c o n c l u d e d w h i l e t h e s t a t u t e s c o n t i n u e t o p e r m i t
• d i v e r s i t y , a n d
• t h e a d d i n g o f q u a l i t a t i v e l y d i v e r s e t h i n g s t o g i v e a " t r u e a n d f a i r v i e w " ,
t h e s t a t e o f a c o m p a n y ' s a f f a i r s a s a t t h e d a t e o f t h e b a l a n c e - s h e e t w o u l d b e k n o w n
o n l y b y c h a n c e .
T h e s i t u a t i o n w a s c o m p o u n d e d b y t h e p o s s i b i l i t y o f m a n a g e m e n t o v e r t i m e t o c h a n g e
t h e a c c o u n t i n g p r i n c i p l e s u s e d i n p r e p a r i n g f i n a n c i a l s t a t e m e n t s . A r g u a b l y ,
m a n a g e m e n t m i g h t c h o o s e p r i n c i p l e s t o p r o d u c e t h e r e s u l t s i t w o u l d l i k e t o r e p o r t .
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O b v i o u s l y , t h e r e w e r e e r r o r s i n t h e u n d e r l y i n g p h i l o s o p h y o f c o n v e n t i o n a l
a c c o u n t i n g . i ' "
I s s u e s w e r e g i v e n a c a d e m i c r i g o u r i n t h e 1 9 6 3 a n n u a l e n d o w e d l e c t u r e o f t h e A S A i n
w h i c h C h a m b e r s a g a i n q u e s t i o n e d t h e t h e n c u r r e n t p r a c t i c e s o f a c c o u n t i n g . f " S t a f f
C o r r e s p o n d e n t ( 1 9 6 3 ) a l s o c o m m e n t e d o n t h e a d d r e s s , r e s t a t i n g C h a m b e r s ' a r g u m e n t
t h a t a c c o u n t i n g a n d r e l a t e d f i n a n c i a l r e p o r t i n g h a d ' a n e x t e n s i v e i m p a c t o n i n c o m e s ,
e m p l o y m e n t , a n d t h e d e v e l o p m e n t o f i n d u s t r y a n d t h e d i s t r i b u t i o n o f e c o n o m i c
p o w e r . ' F o r a n o b s e r v e r t o b e a b l e t o a s s e s s a f i n a n c i a l r e p o r t i n a n i n f o r m e d m a n n e r ,
i t w a s a r g u e d t h a t t w o f u n d a m e n t a l c o n d i t i o n s w e r e n e c e s s a r y ,
• g e n e r a l c o m p r e h e n s i b i l i t y , a n d
5 9 6 P e r h a p s i t m i g h t b e a r g u e d t h a t s u c h c o m m o n s e n s e i d e a s , w h i l e a p p e a l i n g t o a n ' i n t e l l i g e n t p e r s o n ' ,
w e r e e a s i l y i g n o r e d b y a n ' i n t e l l i g e n t a c c o u n t a n t ' w h o r e l i e d o n c o n v e n t i o n a l G A A P .
5 9 7 C h a m b e r s ( \ 9 6 3 e ) c o n c l u d e d , ' T h u s , a l t h o u g h c o m p a r a t i v e f i g u r e s a r e t o b e s h o w n , t h e i r
c o m p a r a b i l i t y m a y b e o p e n t o s e r i o u s q u e s t i o n . I f t h e p r e c i s e n a t u r e o f a n y c h a n g e s a d o p t e d i n a y e a r ,
o r t h e m a g n i t u d e s o f t h e e f f e c t s o f s u c h c h a n g e s , w e r e r e q u i r e d t o b e s t a t e d , a u s e r o f t h e s t a t e m e n t s
m i g h t b e a b l e t o m a k e s o m e r o u g h a d j u s t m e n t s t o t h e f i g u r e s o f t h e p r e v i o u s y e a r t o m a k e t h e t w o s e t s
o f f i g u r e s c o m p a r a b l e . B u t o n t h e f a c e o f i t t h e A c t s d o n o t p r o v i d e t h i s o p p o r t u n i t y . '
5 9 8 C h a m b e r s ' a r g u m e n t s , w r i t t e n i n t h e s e m i - p r o f e s s i o n a l l i t e r a t u r e u n d e r t h e h e a d i n g ' T r a p s F o r T h e
U n w a r y I n v e s t o r ' , a l s o i n c l u d e d 1 9 6 3 f a n d 1 9 6 3 g .
5 9 9 T h e a d d r e s s w a s t i t l e d ' F i n a n c i a l I n f o r m a t i o n a n d t h e S e c u r i t i e s M a r k e t ' a n d c o m m e n t e d o n i n a
s e p a r a t e a r t i c l e ( A n o n y m o u s , 1 9 6 3 ) . A r e l a t e d p a p e r w a s l a t e r p u b l i s h e d i n f u l l i n t h e a c a d e m i c
l i t e r a t u r e ( C h a m b e r s , 1 9 6 5 a ) .
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• c o r r e s p o n d e n c e o r i s o m o r p h i s m .
A s e v i d e n c e o f t h e f i r s t f o r m a l c o n d i t i o n , C h a m b e r s u s e d t h e v a r i o u s m e t h o d s
a v a i l a b l e t o t h e p r e p a r e r s o f r e p o r t s u n d e r c o n v e n t i o n a l G A A P t o c a l c u l a t e t h e m a n y
w a y s p o s s i b l e t o r e p o r t i n v e n t o r i e s , l o n g t e r m a n d o t h e r a s s e t s , t h e c o n s e q u e n c e f r o m
w h i c h w a s a l a c k o f g e n e r a l c o m p r e h e n s i b i l i t y .
T h i s e m p i r i c a l e v i d e n c e o f t h e p o t e n t i a l c o n s e q u e n c e s o f t h e a r r a y o f ' r u l e s ' a v a i l a b l e
w a s p u b l i s h e d i n t h e a c a d e m i c l i t e r a t u r e . I n h i s c o m m e n t a r y o n G r a d y ( 1 9 6 5 ) ,
C h a m b e r s ( 1 9 6 6 , p 2 5 6 ) s u g g e s t e d s o m e r e g a r d e d h i s a r g u m e n t a s u s e l e s s , b u t h e
r e s p o n d e d t h a t t h e c r i t i c i s m s m i s s e d h i s m a i n E o i n t - t h e e f f e c t o n v a r i o u s
s t a k e h o l d e r s ' i n t e r p r e t a t i o n o f f i n a n c i a l s t a t e m e n t s . 0 0 A s s e e m s s o o f t e n t h e c a s e ,
d e b a t e w a s a t d i f f e r e n t l e v e l s o r a t c r o s s p u r p o s e s .
A s e v i d e n c e o f t h e s e c o n d f u n d a m e n t a l c o n d i t i o n , C h a m b e r s u s e d v a r i o u s A u s t r a l i a n
t a k e o v e r b i d s .
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1 H e s a w w e a k n e s s e s i n t h e i n f o r m a t i o n m a d e a v a i l a b l e t o
s h a r e h o l d e r s , e s p e c i a l l y a s r e g a r d s a s s e t v a l u e s .
H i s a r g u m e n t w a s f u r t h e r c o m m e n t e d o n b y t h e S t a f f C o r r e s p o n d e n t ( 1 9 6 3 ) . I t w a s
a g r e e d t h a t t h e r a p i d l y e x p a n d i n g i n f l u e n c e o f t h e a c c o u n t i n g p r o f e s s i o n s i n c e W W I I
h a d c o m e f r o m t h e i n c r e a s i n g c o m p l e x i t y o f t h e m o d e m w o r l d a n d t h e g r e a t e r
e m p h a s i s o n a c c o u n t a b i l i t y . U n f o r t u n a t e l y , u n i v e r s a l l y a c c e p t a b l e a c c o u n t i n g
p r a c t i c e s a n d u n d e r l y i n g a c c o u n t i n g t h e o r y h a d f a i l e d t o k e e p p a c e .
I n d e e d , c o m p l e x i t y i n b u s i n e s s h a d i n c r e a s e d w h i c h m a d e m o r e u r g e n t t h e n e e d f o r
a c c o u n t a b i l i t y . H o w e v e r , A A P a n d t h e u n d e r l y i n g t h e o r y w e r e n o t u p t o t h e t a s k . I f
t h e e n d p r o d u c t o f t h e a c c o u n t i n g p r o c e s s w a s t h e m a i n , o r o n l y b a s i s , f o r i m p o r t a n t
i n v e s t m e n t d e c i s i o n s , t h e m a n y a c c e p t a b l e w a y s i n w h i c h s u c h a c c o u n t s c o u l d b e
p r e p a r e d m i g h t s e r i o u s l y u n d e r m i n e t h e v a l u e o f t h e s e d e c i s i o n s - t o t h e p o i n t w h e r e
t h e y w e r e l i t t l e m o r e t h a n a g a m b l e .
T h e c o n t e x t w a s o n e i n w h i c h f i n a n c i a l r e p o r t s w e r e t o b e u s e d i n d e c i s i o n - m a k i n g b y
a r a n g e o f s t a k e h o l d e r s , f r o m ' t h e s m a l l i n v e s t o r t o G o v e r n m e n t p o l i c y m a k e r s . ' T h i s
w a s r e i n f o r c e d b y A n o n y m o u s ( 1 9 6 3 a ) . A s e r i e s o f i s s u e s a r o s e :
• W a s a s e t o f c o m p a r a b l e a c c o u n t s p o s s i b l e ?
6 0 0 C h a m b e r s ( 1 9 6 6 , p 2 5 6 ) , ' T h e p u r p o r t o f t h e e x e r c i s e i s n o t t o i n d i c a t e t h a t a n a s t r o n o m i c a l r a n g e o f
p o s s i b i l i t i e s i s o p e n t o a n y s p e c i f i c b u s i n e s s o r t o s a y t h a t a n a s t r o n o m i c a l a r r a y o f r e s u l t s c o u l d b e
o b t a i n e d f o r a n y s p e c i f i c b u s i n e s s . I t s o b j e c t i s t o s h o w t h a t , a s t h e r a n g e i s s o v a s t a n d t h e r e s u l t s m a y
b e s o d i v e r g e n t , a n y u s e r o f t h e r e s u l t i n g s t a t e m e n t s c a n n o t k n o w w h a t p r e c i s e s e t o f m e t h o d s h a s b e e n
u s e d a n d c a n n o t t h e r e f o r e k n o w w i t h w h a t p r o v i s o s h e m u s t a c c e p t a n y o f t h e f i n a n c i a l s t a t e m e n t s o f
d i f f e r e n t c o m p a n i e s h e m a y w i s h t o c o n s u l t a t a g i v e n t i n e t o i n f o r m h i s c h o i c e s . '
6 0 1 C h a m b e r s ( I 9 6 5 a , p 1 9 3 ) , ' A n y b i d s u b s t a n t i a l l y a b o v e t h e m a r k e t p r i c e a p p e a r s t o b e a c l e a r
i n d i c a t i o n e i t h e r o f t h e i n a d e q u a c y o f t h e m a n a g e m e n t i n t h e p a s t , o r o f t h e n i g g a r d l i n e s s o f
m a n a g e m e n t i n t h e p a s t i n g i v i n g i n f o r m a t i o n t o s h a r e h o l d e r s . O n n e i t h e r c o u n t c a n i t b e s u g g e s t e d t h a t
s h a r e h o l d e r s h a v e b e e n w e l l s e r v e d . O n t h e o t h e r h a n d , i t m a y w e l l b e s u g g e s t e d t h a t n i g g a r d l y
r e p o r t i n g i s a d e v i c e w h i c h s e r v e s t o v e i l t h e i n a d e q u a c y o f m a n a g e m e n t a n d d i r e c t o r s , w h e r e a s o n e
m i g h t e x p e c t t h a t a f o r m o f c o m m u n i c a t i o n r e q u i r e d b y l a w w o u l d s e r v e t o u n m a s k i n a d e q u a c i e s a n d
i n e f f i c i e n c i e s w i t h o u t t h e n e c e s s i t y o f a t a k e o v e r b i d a s a c a t a l y s t . '
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• Was the balance sheet simply to show unabsorbed costs to be allocated
against the revenues of succeeding periods or a valuation statement?
• Was the maintenance of the company's original capital to be the prime
consideration?'
• How were current price levels to be incorporated into financial reports?
• Did inflation affect the effectiveness and usefulness of historical cost
accounting?
• How could any potential financial strain on a company in the
replacement of assets in times of rising price levels be incorporated?
• Would supplementary accounts resolve the problems?
Various debates were certainly being recycled.
In his argument, Chambers referred to overseas developments (UK, USA, the
Continent and Finland) and used illustrations from Australia (the Custom Credit case,
mining industry practices and large company failures in the then recent years). Using
the legislative requirement of a 'true and fair view' to be reported, it was
(Anonymous, 1963a, pI7) suggested, 'A wide and sweeping scientific inquiry should
be made into the bases of accounting principles ... ' This would include 'the
establishment of an independent financial research foundation to inquire into
contemporary (ac)counting.'
Response in the semi-professional literature was at best mixed. York Seymour
(1963to2, while agreeing that Chambers' address met the objective of being
provocative, took issue with the argument regarding
• balance sheet values
• use of market prices
• take-over bid price
• sample selection
• disclosure.
The debate here was not well structured, but does highlight the dilemma Chambers
faced in his search for scientifically developed AAP and his strict use of the term
'value'.
602 York Seymour (\963), 'The great weakness of Professor Chambers' argument is exposed when he
attempts to define the degree of unknown variation in balance sheets values. For this, he relies o
n his
table of information of takeover bids.
'Professor Chambers' argument from this table is that the market prices of certain companies indi
cated
limited public knowledge of those companies' values, while the takeover bids indicated the tr
ue or
unrevealed and privately known values ....
'Professor Chambers has excluded from his list all Reid-Murray takeovers and Latec takeovers
and
other similar series of takeovers, because they obviously would not support his argument. How
ever,
even on his own too-short list there are some which (less obviously) do not support his argument.
'The proof of the pudding is in the eating thereof. The proofof the takeover value is in the digesti
on of
the takeover ....
'Professor Chambers, therefore, has not offered a full list nor does he offer any critical analys
is or
evaluation of the values in the short list of takeovers given. Surely this amounts to the fact that h
e has
fallen into the errors he complains about - that is, non-disclosure of some values and wrong discl
osure
ofgiven values. '
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B a m e s ( 1 9 6 3 , e m p h a s i s a d d e d ) 6 0 3 a l s o q u e s t i o n e d t h e l i n k b e t w e e n r e p o r t i n g o f
m a r k e t p r i c e s i n f i n a n c i a l s t a t e m e n t s a n d t h e s h a r e m a r k e t p r i c e . H e c o n c l u d e d ,
H o w e v e r s y m p a t h e t i c a l l y o n e m a y v i e w P r o f e s s o r C h a m b e r s ' t h e s i s a s a
w h o l e , i t i s d i f f i c u l t t o a c c e p t t h a t t h e p r e m i u m v a l u e o f a t a k e o v e r b i d
n e c e s s a r i l y r e f l e c t s u p o n t h e f i n a n c i a l r e p o r t i n g o f t h e s u b j e c t c o m p a n y .
A g a i n t h e d e b a t e i s n o t w e l l s t r u c t u r e d . T h e u s e o f ' n e c e s s a r i l y ' g i v e s B a m e s t h e
p o i n t b u t e q u a l l y C h a m b e r s d o e s n o t a r g u e a t t h a t l e v e l .
B u r k e ( 1 9 6 3 ) e s s e n t i a l l y m a d e t h i s p o i n t i n h i s b a s i c a g r e e m e n t w i t h C h a m b e r s ,
i n c l u d i n g t h e ' e v i d e n c e ' d e b a t e .
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T h e e x c h a n g e s s h o w t h e i m p o r t a n c e o f e x p l i c i t
h y p o t h e s e s i f d e b a t e a t c r o s s - p u r p o s e s i s t o b e p r e v e n t e d .
T h i s p e r i o d s a w f u r t h e r i n t e r e s t i n t h e r e p o r t e d l o s s e s b y c o m p a n i e s a n d i n s o m e c a s e s
t h e i r f a i l u r e f o r v a r i o u s r e a s o n s w h i c h i n t u r n w e r e t h e s u b j e c t o f o f f i c i a l
i n v e s t i g a t i o n s . T h e s e i n c l u d e d G a r r i s o n I n d u s t r i e s L t d , t h e D u c o n c a s e , t h e M o u l t o n
g r o u p , S y d n e y G u a r a n t e e C o r p o r a t i o n , S t a n l e y K o r m a n ' s S t a n h i l l e m p i r e , t h e L a t e c
g r o u p , t h e R e i d M u r r a y g r o u p a n d l a t e r t h e H G P a l m e r c a s e . T h e s i t u a t i o n w a s
s u m m a r i z e d i n A n o n y m o u s ( 1 9 6 4 ) . 6 0 5 T h e B u l l e t i n i n c l u d e d t h e u s u a l t o p i c s m e t
e a r l i e r i n t h i s s e c t i o n . I n t h e s e m i - p r o f e s s i o n a l l i t e r a t u r e , S t a f f C o r r e s p o n d e n t ( 1 9 6 4 )
r e f e r r e d t o t h e B u l l e t i n , s t r e s s i n g t h e c r i t i c i s m o f a u d i t o r s a n d t r u s t e e s i n t h e c o n t e x t
o f t h e ' t r u e a n d f a i r ' i s s u e .
6 0 3 B a r n e s ( 1 9 6 3 ) , ' I t w o u l d b e i d l e t o d e n y t h a t t h e r e h a v e b e e n c a s e s o f i n a d e q u a t e f i n a n c i a l r e p o r t i n g
w h i c h h a v e r e s u l t e d i n d e p r e s s e d m a r k e t s f o r t h e s h a r e s c o n c e r n e d .
' I t w o u l d b e e q u a l l y i d l e t o c o n t e n d t h a t m a r k e t p r i c e s f o r s h a r e s a r e c l o s e l y c o r r e l a t e d t o p u b l i s h e d
r e s u l t s , f o r t h e i r f l u c t u a t i o n s a r e o f t e n e x t r e m e a n d b a f f l i n g t o t h e o b s e r v e r .
' T h e m e r e f a c t t h a t t h e r e i s a w i d e m a r g i n b e t w e e n t h e m a r k e t v a l u e o f s h a r e s a n d t h e m a r k e t v a l u e o f a
t a k e o v e r b i d f o r t h e m i s n o t n e c e s s a r i l y e v i d e n c e t h a t t h e f i n a n c i a l r e p o r t i n g o f t h e o f f e r e e c o m p a n y
h a s b e e n i n a d e q u a t e , i t i s s u b m i t t e d t h a t P r o f e s s o r C h a m b e r s i s n o t e n t i t l e d t o d r a w h i s c o n t r a r y
c o n c l u s i o n w i t h o u t a d d u c i n g f u r t h e r e v i d e n c e . '
6 0 4 B u r k e ( 1 9 6 3 ) a r g u e d , ' I f a r e s e a r c h w o r k e r i s a b l e t o d e m o n s t r a t e b y f a c t u a l e v i d e n c e t h a t p r e s e n t
b e l i e f s m a y n o t n e c e s s a r i l y b e t r u e , h e i s e n t i t l e d t o i n f e r t h e f a l s i t y o f t h o s e p r e s e n t b e l i e f s o r s t a n d a r d s
o f a c c e p t a n c e .
' T h e s a m p l e g i v e n b y P r o f e s s o r C h a m b e r s w a s w i d e e n o u g h t o q u e s t i o n t h e a d e q u a c y o f e x i s t i n g
p r a c t i c e s a n d i n d i c a t e t h a t i n v e s t o r s a r e n o t p r o v i d e d w i t h f u l l a n d f a i r d i s c l o s u r e . . .
' N o r d o I k n o w w h e t h e r M r S e y m o u r i s s a t i s f i e d w i t h p r e s e n t m e t h o d s o f f i n a n c i a l r e p o r t i n g . H e d o e s
n o t t e l l u s .
' H o w e v e r , i f h e t h i n k s t h e g e n e r a l i s a t i o n m a d e b y P r o f e s s o r C h a m b e r s i s u n s o u n d , t h e n I s u g g e s t h e
c o l l e c t a r a n g e o f b a l a n c e - s h e e t s w i t h i n a n i n d u s t r y o f h i s c h o i c e .
' T h e n , h a v i n g m a d e a d e t a i l e d a n a l y s i s f r o m t h e i n f o r m a t i o n d i s c l o s e d f r o m t h e b a l a n c e - s h e e t s , i t i s
n e c e s s a r y f o r M r S e y m o u r t o a s k h i m s e l f w h e t h e r i t i s p o s s i b l e t o m a k e m e a n i n g f u l c o m p a r i s o n s
b e t w e e n e a c h c o m p a n y .
' I f t h e a n s w e r i s i n t h e n e g a t i v e , h e m u s t s u r e l y a g r e e w i t h t h e g e n e r a l i s a t i o n m a d e b y P r o f e s s o r
C h a m b e r s .
' I f i n t h e a f f i r m a t i v e , t h e n p r e s u m a b l y w e c a n o n l y a g r e e t o d i s a g r e e . '
6 0 S A t t h a t t i m e , t h e C u r r e n t A f f a i r s B u l l e t i n s , p u b l i s h e d b y t h e D e p a r t m e n t o f T u t o r i a l C l a s s e s i n t h e
U n i v e r s i t y o f S y d n e y , w i t h t h e a u t h o r r e m a i n i n g a n o n y m o u s . T h i s , t h i s r e s e a r c h e r r e c a l l h e a r i n g i t s a i d ,
( a d m i t t e d l y h e a r - s a y e v i d e n c e a n d t h e r e f o r e o f l i t t l e i f n o h e l p i n a r g u m e n t ) w a s f o r e t h i c a l r e a s o n s
w h e r e b y p e r s o n s i n c l u d i n g a c a d e m i c s w r o t e t o m a k e c o m m e n t s o n c u r r e n t a f f a i r s a v a i l a b l e f o r t h e
g e n e r a l p u b l i c r a t h e r t h a n w r i t i n g f o r t h e i r o w n c a r e e r p u r p o s e s . W h i l e C h a m b e r s d i d n o t c l a i m i t a t
t h a t t i m e , i t w a s r a t h e r e a s y f o r s o m e t o s e e h i s m a r k o n i t . I n a n y e v e n t , C h a m b e r s d i d p u b l i s h i t u n d e r
h i s o w n n a m e ( J 9 6 9 , p 2 0 4 - 2 1 9 ) . T h e f i n a l p a g e o f t h e 1 9 6 4 o n e w a s e x c l u d e d i n t h e 1 9 6 9 p u b l i c a t i o n -
p r o b a b l y d u e t o s p a c e c o n s t r a i n t s .
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T h e i s s u e o f t h e i n t e r p r e t a t i o n o f ' t r u e a n d f a i r ' c o n t i n u e d t o b e r e c y c l e d ( H o r r o c k s ,
1 9 6 7 ; R y a n , 1 9 6 7 , 1 9 7 4 ; E d i t o r i a l , 1 9 6 9 ; M i l l e r , 1 9 6 9 ; B a r t o n 1 9 7 2 , 1 9 7 4 ; G i l l ,
1 9 8 3 ) . S p a c e k ( 1 9 6 9 ) w r i t e o f t h e t e n s i o n s f o u n d i n U S A r e g a r d i n g t h e s i m i l a r i d e a o f
' f a i r n e s s ' . R y a n ( 1 9 8 5 ) l a t e r a r g u e d f o r t h e d e l e t i o n o f t h e p h r a s e , e m p h a s i z i n g
i n s t e a d r e l i a n c e o n d e v e l o p e d a c c o u n t i n g s t a n d a r d s . W a l k e r ( 1 9 8 6 ) d i s a g r e e d ,
s h o w i n g t h e n e e d f o r a n ' o v e r - r i d i n g ' r e g u l a t i o n . T h i s i s s u e i s r e t u r n e d t o i n 7 . 2 . 3 .
O v e r t h e y e a r s , C h a m b e r s ( 1 9 6 6 , 1 9 6 6 a , 1 9 7 3 ) w o u l d r e t u r n t o t h i s i s s u e .
6 0 6
I s s u e s
a n d r e l a t e d d e b a t e s a r e f o u n d i n C h a m b e r s a n d W o l n i z e r ( 1 9 9 0 , 1 9 9 1 ) . T h e i n t e r e s t e d
r e a d e r m i g h t p r e f e r t o r e a d t h e a r t i c l e s i n r e v e r s e o r d e r . I n t h e 1 9 6 0 s , a r e l a t e d d e b a t e
i s f o u n d i n w h i c h C h a m b e r s i d e a s w e r e i n c l u d e d .
T h e r e l a t i o n s h i p b e t w e e n t h e m o s t r e s p e c t e d i n s u r a n c e c o m p a n y ( M L C ) a n d t h e
r e t a i l e r ( H G P a l m e r , w h i c h w a s t o b e c o m e o n e o f t h e m o r e s p e c t a c u l a r c o r p o r a t e
f a i l u r e s o f t h e 1 9 6 0 s ) , r a i s e d i s s u e s i n d i f f e r e n t a r e a s a n d a t d i s t i n c t l e v e l s o f
a b s t r a c t i o n . I s s u e s f o u n d i n a s e r i e s o f E d i t o r i a l s ( 1 9 6 5 , 1 9 6 6 , 1 9 6 6 a ) w e r e w i d e -
r a n g i n g . T h e f i r s t i n c l u d e d t h e p o s s i b i l i t y o f d i s h a r m o n y a t t h e b o a r d l e v e l o f
c o m p a n i e s a n d r e l a t e d p r o f e s s i o n a l d i s p u t e s . O f c o n c e r n h e r e w a s t h e u s e o f t h e n a m e
o f M L C i n t h e p r o s p e c t u s o f a n a s s o c i a t e - H . G . P a l m e r ( C o n s o l i d a t e d ) L t d .
6 0 7
I m p r e s s i o n s o f s u p p o r t b y M L C w e r e i m p l i c i t l y s u g g e s t e d , b u t i n a c t u a l i t y t h e r e w a s
n o g u a r a n t e e g i v e n . T h i s l e d t o a d i l e m m a f a c e d a t t h e e t h i c a l ( a s o p p o s e d t o l e g a l )
l e v e l .
T h e s e c o n d e d i t o r i a l q u e s t i o n e d t h e f u n c t i o n o f a c c o u n t i n g i n f o r m a t i o n a n d i t s
q u a l i t y , b u t r a i s e d m a i n l y i s s u e s c o n c e r n i n g i n s t i t u t i o n a l t e n s i o n s .
6o s
W h i l e t h e
6 0 6 C h a m b e r s ( 1 9 6 6 , p 2 3 4 - 2 4 4 ) , i n h i s c o m m e n t a r y o n G r a d y ( 1 9 6 5 ) a n d t h e c a s e o f t h e U S A ( w h e r e
t h e p h r a s e w a s ' f a i r l y p r e s e n t ' r a t h e r t h a n ' t r u e a n d f a i r ' ) , ' I t s e e m s t h e r e f o r e t h a t i n s o f a r a s t h e l a w i s
s u p e r i o r i n e f f e c t , a s r e p r e s e n t i n g t h e w i l l o f a w h o l e s o c i e t y , n o d i s c u s s i o n o f t h e r e s p o n s i b i l i t i e s o f
C . P . A s w h i c h n e g l e c t s o r p a s s e s o v e r s t a t u t o r i l y i m p o s e d d u t i e s c a n b e c o m p l e t e . N o w t h e l a w d o e s
i n d e e d l a y s p e c i f i c r e s p o n s i b i l i t i e s o n C . P . A s . T h e S e c u r i t i e s A c t a n d t h e S e c u r i t i e s E x c h a n g e A c t
r e g u l a t e t h e a f f a i r s a n d t h e r e p o r t i n g o n t h e a f f a i r s o f c e r t a i n c o r p o r a t i o n s " i n t h e p u b l i c i n t e r e s t a n d f o r
t h e p r o t e c t i o n o f i n v e s t o r s . " T h e r e c a n b e n o r u l e o f t h e p r o f e s s i o n a l b o d y w h i c h h a s a u t h o r i t y i n
d e r o g a t i o n o f t h i s s t a t u t o r y p r i n c i p l e . I t m a y t r a n s p i r e t h a t , o n t h e o c c a s i o n o f a d i s p u t e , t h e c o u r t s a r e
r e q u i r e d t o i n t e r p r e t t h e p r i n c i p l e ; b u t t h e p r i n c i p l e i s i n a n y c a s e s t a t e d a s a r u l e o f g e n e r a l b e h a v i o u r . '
6 0 7 E d i t o r i a l ( 1 9 6 5 ) c o n t i n u e s , ' O n e o f t h e s e i s s u e s i s t h e u s e o f g r e a t f i n a n c i a l i n s t i t u t i o n s ' n a m e s o n
t h e p r o s p e c t u s e s f o r a s s o c i a t e c o m p a n i e s ' b o r r o w i n g o p e r a t i o n s . . . .
' T h e r e i s n o g u a r a n t e e i n v o l v e d i n t h i s . B u t t h e a s s o c i a t i o n i s u n d o u b t e d l y p u b l i c i s e d t o g i v e t h e l e n d e r
t h e i m p r e s s i o n o f s e c u r i t y a n d s o l i d a r i t y g i v e n b y t h e b a n k . . . .
' . . . t h e f u n d a m e n t a l q u e s t i o n r e m a i n s : w h a t d o e s t h e c o n n e c t i o n b e t w e e n t h e b a n k a n d t h e f i n a n c e
c o m p a n y r e a l l y m e a n i n t e r m s o f s e c u r i t y t o t h e l e n d e r ? I f s o m e f o r m o f b a c k i n g i s i m p l i c i t w h y s h o u l d
i t n o t b e m a d e e x p l i c i t ? . .
' A l t h o u g h i n c e r t a i n c i r c u m s t a n c e s t h e h o l d i n g c o m p a n y d i r e c t o r s m a y f e e l a m o r a l r e s p o n s i b i l i t y t o d o
s o m e t h i n g i n t h e i n t e r e s t s o f c r e d i t o r s o f a S U b s i d i a r y , i t m a y w e l l b e h e l d t h a t t h e y s h o u l d o n l y d o s o i f
i t i s i n t h e b e s t i n t e r e s t s o f t h e h o l d i n g c o m p a n y s h a r e h o l d e r s . '
6 0 8 E d i t o r i a l ( 1 9 6 6 ) , ' T h e 1 9 6 0 s h a v e n o t s o f a r b e e n a h a p p y d e c a d e f o r t h e a c c o u n t i n g p r o f e s s i o n . . . .
' W h i l e t h e i r s h o r t c o m i n g s h a v e b e e n v e r y m u c h i n t h e p u b l i c s p o t l i g h t i n t h e p a s t f e w y e a r s , i t i s t o o
o f t e n f o r g o t t e n t h a t t h e p r i m e r e s p o n s i b i l i t y f o r c o m p a n y p e r f o r m a n c e a n d r e p o r t a g e o f t h a t
p e r f o r m a n c e t o s h a r e h o l d e r s , t r u s t e e s a n d o t h e r i n t e r e s t e d p a r t i e s r e m a i n s w i t h t h e d i r e c t o r s .
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r e s p o n s i b i l i t y f o r f i n a n c i a l r e p o r t s o f c o m p a n i e s l a y w i t h t h e d i r e c t o r s , t h e a r g u m e n t
w a s c e n t r e d o n a c c o u n t a n t s a n d t h e i r p r o f e s s i o n , p a r t l y b e c a u s e d i r e c t o r s l a c k e d a
p r o f e s s i o n a l b o d y . A n e x a m i n a t i o n o f t h e s e b o d i e s a n d t h e e x e r c i s e o f p o w e r t h e r e i n
w a s a n i n s t i t u t i o n a l i s s u e , a s w a s t h e r o l e o f l a r g e s h a r e h o l d e r s a n d e f f e c t s o f a n
a c c o u n t i n g f o r s m a l l s h a r e h o l d e r s . f ' "
T h e t h i r d e d i t o r i a l ( 1 9 6 6 a ) w a s o f a m o r e i n f o r m a t i o n - t y p e t e n s i o n , i n v o l v i n g s o m e
c r e a t i v e a c c o u n t i n l l i n M L C r e p o r t s t o d e a l w i t h l o s s e s r e s u l t i n g f r o m t h e i n v e s t m e n t
i n H G P a l m e r s . " 0 Q u e s t i o n s w e r e r a i s e d a s t o t h e s t a n d a r d o f t r u e a n d f a i r . T h e
a r g u m e n t w a s t o b e e x t e n d e d t o o t h e r c a s e s . T h e d e b a t e
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b e c a m e e n t a n g l e d w i t h i n
v a r i o u s i s s u e s w h i c h w e r e r e c y c l e d f o r d e c a d e s , i n c l u d i n g ,
• a b a l a n c e s h e e t o r a s t a t e m e n t o f f i n a n c i a l p o s i t i o n ,
• t h e u s e o f h i s t o r i c a l c o s t o r c u r r e n t p r i c e s ,
• t h e r o l e o f t h e a u d i t o r .
T h e e d i t o r i a l i n t r o d u c e d , a s w e l l , t h e i s s u e o f p r i c e l e v e l a c c o u n t i n g , i n c l u d i n g t h e
r e p o r t i n g o f c o n t e m p o r a r y p r i c e s a n d t h e i r m o v e m e n t s . P ' j T h e p o t w a s s t i r r e d , a n d
' T h e p u b l i c f o c u s h a s b e e n o n t h e a c c o u n t a n t s - a u d i t o r s p a r t l y b e c a u s e i n t h e C h a r t e r e d I n s t i t u t e a n d t h e
S o c i e t y o f A c c o u n t a n t s t h e y h a v e r e s p o n s i b l e b o d i e s t o e x a m i n e a n d r e g u l a t e t h e s t a n d a r d s a n d
p e r f o r m a n c e o f m e m b e r s , a l t h o u g h s o m e m i g h t c l a i m t h e s e p o w e r s h a v e n o t b e e n u s e d s t r o n g l y e n o u g h
i n t h e p a s t .
' B u t t h e r e i s n o s u c h c o h e s i v e b o d y f o r d i r e c t o r s . '
6 0 9 E d i t o r i a l ( 1 9 6 6 ) c o n t i n u e s , ' s i n c e t h e f a t e o f s o m a n y s m a l l s h a r e h o l d e r s i s r e a l l y i n t h e h a n d s o f a
f e w l a r g e s h a r e h o l d e r s a n d t h e i r b o a r d s o f d i r e c t o r s , t h e d o c t r i n e o f m a x i m u m d i s c l o s u r e o f c o m p a n y
r e s u l t s a n d c o n t r a c t s b e c o m e s m o r e i m p o r t a n t t h a n e v e r i n o r d e r t h a t c o m p a n i e s a r e n o t o n l y w e l l r u n
b u t c a n b e s e e n t o b e w e l l r u n . '
6 1 0 E d i t o r i a l ( l 9 6 6 a ) , ' T h e n e a t a c c o u n t i n g s o l u t i o n t o t h e M . L . C . L t d . G r o u p ' s l o s s e s i n H . G . P a l m e r
( C o n s o l i d a t e d ) L t d . r e - e m p h a s i s e s t h e s e m a n t i c p r o b l e m s o f t h e a c c o u n t i n g p r o f e s s i o n i t s e l f .
' I n T h e M . L . C . L t d . ' s a c c o u n t s t h e H . G . P a l m e r l o s s e s h a v e b e e n a b s o r b e d b y w r i t i n g u p t h e b o o k
v a l u e o f t h e c o m p a n y ' s s h a r e s i n t h e M u t u a l L i f e a n d C i t i z e n s ' A s s u r a n c e C o . L t d .
' V a l u e d i n t h e b o o k s a t $ 6 m i l l i o n l a s t y e a r t h e y a r e n o w s h o w n a t $ 1 4 . 5 m i l l i o n - a n d , a s t h e d i r e c t o r s
p o i n t o u t , t h e y a r e p r o b a b l y w o r t h m u c h m o r e t h a n t h a t .
' B u t w h e r e d o e s t h i s l e a v e t h e " t r u e a n d f a i r v i e w " a t t e s t e d b y t h e a u d i t o r s f o r b o t h y e a r s ? '
6 1 1 E d i t o r i a l c o n t i n u e s , ' T h e M . L . C . L t d . B a l a n c e - s h e e t i s o n l y o n e e x a m p l e o f t h e p r o b l e m s o f t h e
" t r u e a n d f a i r v i e w " o f p r i n c i p a l a s s e t v a l u e s i n c o m p a n y a c c o u n t s . T h e r e a r e s o m e i n w h i c h t h e
d i f f e r e n c e s b e t w e e n c u r r e n t b o o k v a l u e a n d t h e v a l u e s t o w h i c h a s s e t s c o u l d b e w r i t t e n u p a n d s t i l l b e
c o n s e r v a t i v e w o u l d b e f a r m o r e d r a m a t i c t h a n t h a t s h o w n i n t h e M . L . C . L t d . c a s e .
' B u t i s a b o o k v a l u e w h i c h i s h a l f a n a s s e t ' s c u r r e n t w o r t h a n y t r u e r o r f a i r e r t h a n a b o o k v a l u e w h i c h i s
t w i c e t h e c u r r e n t w o r t h ? C e r t a i n l y t h e u n d e r s t a t e d v a l u e i s t h e s a f e r o n e . B u t a u d i t i n g c e r t i f i c a t e s d o
n o t d e a l w i t h s a f e t y , o r a t l e a s t t h e a c c o u n t a n t s a s s u r e u s t h e y d o n o t .
T h e r e i s i n f a c t a g r o u n d s w e l l i n t h e a c c o u n t i n g p r o f e s s i o n f o r a m o r e r e a l i s t i c a p p r o a c h t o t h e
v a l u a t i o n o f a c c o u n t s i n a n n u a l a c c o u n t s .
' T h i s w o u l d i n v o l v e t h e s t a t e m e n t o f b a l a n c e - s h e e t v a l u e s a t c u r r e n t p r i c e s r a t h e r t h a n h i s t o r i c a l c o s t
p r i c e s . '
6 1 2 E d i t o r i a l ( 1 9 6 6 a ) , ' B u t t h e p r i c e l e v e l a c c o u n t i n g p r o t a g o n i s t s a r e c o n c e r n e d w i t h m u c h b r o a d e r
i s s u e s t h a n t h e a c c o u n t i n g p r o b l e m s t h r o w n u p i n r e c e n t y e a r s w h i c h h a v e m a i n l y b e e n a s s o c i a t e d w i t h
c r e d i t c o n t r o l .
' T h e y a r e c o n c e r n e d w i t h t h e " t r u e a n d f a i r " c o n c e p t i n i t s b r o a d e s t s e n s e , a r g u i n g t h a t c o m p l e t e
c u r r e n t v a l u a t i o n a c c o u n t i n g i s a s n e c e s s a r y f o r s o u n d i n t e r n a l m a n a g e m e n t a s i t i s f o r r e a l i s t i c e x t e r n a l
a s s e s s m e n t o f a c o m p a n y ' s i n v e s t m e n t w o r t h . . . .
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C h a m b e r s w a s e x p l i c i t l y ( t h r o u g h h i s o w n w r i t i n g s ) a n d i m p l i c i t l y ( t h r o u g h w r i t i n g s
o f h i s s t u d e n t s a n d c o l l e a g u e s ) i n v o l v e d . W h i l e o f t e n s e e n a s c o n c e r n i n g t h e m e a n i n g
o f a ' t r u e a n d f a i r v i e w ' , i s s u e s a t d i f f e r e n t l e v e l s w e r e t o s u r f a c e .
F e r r i s ( 1 9 6 6 ) , t h e n a f i n a l y e a r h o n o u r s s t u d e n t i n C h a m b e r s ' D e p a r t m e n t , r e s p o n d e d
t o t h e E d i t o r i a l ( l 9 6 6 a ) , a r g u i n g t h e n e e d f o r c o n t e m p o r a r y p r i c e s a n d t h e i r
m o v e m e n t s t o b e r e p o r t e d .
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F o r s t e r ( 1 9 6 6 ) , a n a c a d e m i c a n d p r a c t i t i o n e r w h o d i d n o t s u p p o r t C h a m b e r s ' s y s t e m
o r u n d e r l y i n g r e a s o n i n g , r e s p o n d e d , a r g u i n g f o r s t a t e m e n t s s u p p l e m e n t a r y t o t h e
c o n v e n t i o n a l o n e s , t o b e p r o v i d e d t o m e e t t h e ' d u a l p r o b l e m o f p r o v i d i n g a t r u e a n d
f a i r v i e w , a n d s e c u r i n g t h e m o s t e f f e c t i v e c o m m u n i c a t i o n o f a c o m p a n y ' s p o s i t i o n
a n d r e s u l t s . . . ' . H e p r e f e r r e d c o n v e n t i o n a l a c c o u n t i n g , n o t t h e i d e a o f a c o m p a n y f a c e d
w i t h a r a p i d l y c h a n g i n g e n v i r o m n e n t i n w h i c h s u c h c h a n g e s w e r e t o b e r e p o r t e d . t "
H e a t t a c k e d t h e u s e o f ' a b r e a k - u p v a l u e ' , t h o u g h t a t r u e a n d f a i r v i e w w a s ' a l r e a d y
d e f i n e d w e l l e n o u g h i n t h e g e n e r a l o r c o m m o n l a w ' a n d a r g u e d t h e c l a i m f o r a m o r e
p r e c i s e d e f i n i t i o n w a s s i m p l y a s c a r e t a c t i c . H e t h e n a t t a c k e d F e r r i s r a t h e r
p e r s o n a l l y . I "
B a x t e t a t ( 1 9 6 6 ) , a c a d e m i c c o l l e a g u e s o f C h a m b e r s , c o m m e n t e d o n b o t h F e r r i s a n d
F o r s t e r ' t ' " , a n d a f t e r c i t i n g C h a m b e r s ' w o r k o n a l t e r n a t i v e m e t h o d s a v a i l a b l e ,
c o n c l u d e d , ' W e b e l i e v e t h e t e r m c a n b e u s e f u l l y d e f i n e d , b u t p r o g r e s s i n t h i s d i r e c t i o n
' W h a t e v e r t h e m e r i t s o f t h a t b r o a d f r o n t c h a r g e t h e e a s y w r i t e - u p a n d t h e t r a g i c w r i t e - d o w n s i n t h e
M . L . C . L t d . A c c o u n t s t h i s y e a r s h o u l d s t i r t h e d e b a t e b e t w e e n t h e c o n v e n t i o n a l h i s t o r i c a l a c c o u n t a n t s
a n d t h e r a d i c a l c u r r e n t - v a l u e a c c o u n t a n t s a s t o w h e n a " t r u e a n d f a i r v i e w " i s r e a l l y t r u e a n d f a i r . '
6 1 3 F e r r i s ( 1 9 6 6 ) , ' T h e p u r p o s e o f t h i s l e t t e r i s n o t t o p o i n t t h e f i n g e r a t M . L . e . L t d . , b u t r a t h e r t o s t r e s s
t h a t i f t h e " t r u e a n d f a i r " p r o v i s i o n i s t o p l a y i t s s o c i a l - p r o t e c t i o n r o l e a s i n t e n d e d b y t h e o r i g i n a l
l e g i s l a t o r s , i t m u s t f i r s t b e o p e r a t i o n a l l y d e f i n e d . . . .
, ' " o n e m a y h o p e t h a t " t r u t h " i n a c c o u n t i n g w i l l b e d e f i n e d b y t h e p r o t a g o n i s t s o f c u r r e n t p r i c e
a c c o u n t i n g a n d a c t a s t h e i r g u i d e d u r i n g t h e g r e a t l y d e l a y e d d e b a t e w i t h t h e t r a d i t i o n a l a c c o u n t a n t s . '
6 1 4 F o r s t e r ( 1 9 6 6 ) , ' W i t h a l l i t s f a u l t s , h o w e v e r , t h e b r o a d b a s e o f h i s t o r i c a l c o s t m u s t b e r e t a i n e d i n
o r d e r a l s o t o r e t a i n t h e a c c o u n t a b i l i t y o f m a n a g e m e n t f o r e v e r y i n s t a n c e w h e r e i t d e p a r t s f r o m t h a t
b a s e .
' W e h a v e s e e n a s u f f i c i e n t n u m b e r o f i n s t a n c e s o f s h a r p a n d s u d d e n c h a n g e s i n v a l u e , n o t l e a s t t h o s e
b r o u g h t a b o u t b y c h a n g e s i n m a r k e t d e m a n d , t o a p p r e c i a t e w h y i t i s t h a t n e i t h e r t h e A m e r i c a n o r t h e
E u r o p e a n , n o r t h e E n g l i s h o r t h e A u s t r a l i a n p r o f e s s i o n h a v e f e l t i t d e s i r a b l e t o a b a n d o n t h a t a p p r o a c h
t o r e p o r t i n g . '
6 1 5 F o r s t e r ( 1 9 6 6 ) , ' M r F e r r i s ' s c o m m e n t i s i l l - i n f o r m e d , a n d u s e s u g l y , i n a p p r o p r i a t e , a n d i r r e s p o n s i b l e
w o r d s . . . .
' T o t h r o w i n t h e o d d e x c u l p a t o r y p h a s e s i m p l y i s n o t g o o d e n o u g h ; b u t y o u t h , l a c k o f p r a c t i c a l
e x p e r i e n c e , a n d a s h a k y g r a s p o f t h e l a w m a y e x c u s e , i n p a r t , a n u n w a r r a n t e d a t t a c k o n t h e i n t e g r i t y o f
t h e M . L . e . '
6 1 6 B a x t e t a t ( 1 9 6 6 ) , ' . . . t h e C o u r t s h a v e b e e n u n w i l l i n g t o d e f i n e t h e t e r m " t r u e a n d f a i r , " o r s i m i l a r
t e r m s i n p r e v i o u s l e g i s l a t i o n .
' T h e y h a v e n o t p r o v i d e d a n o p e r a t i o n a l m e a n i n g o f t h e t e r m b y s p e c i f y i n g p r o c e d u r e s t h a t m u s t b e
a p p l i e d i n o r d e r t o g i v e a " t r u e a n d f a i r " v i e w .
' I n s t e a d , t h e y h a v e l e f t t h e f o r m u l a t i o n o f r u l e s o f p r o c e d u r e f o r a r r i v i n g a t t h i s v i e w t o t h e a c c o u n t i n g
p r o f e s s i o n . . . .
' R e g r e t t a b l y , t h e s i g n i f i c a n c e o f t h i s d e f i n i t i o n i s l i m i t e d b y t h e w i d e r a n g e o f a l t e r n a t i v e p r o c e d u r e s
r e c o m m e n d e d a n d b y t h e d i s c r e t i o n a l l o w e d t h e i n d i v i d u a l a c c o u n t a n t i n a p p l y i n g t h e m . '
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c a n b e a c h i e v e d o n l y i f a c c o u n t a n t s a b a n d o n t h e i r d e f e n s i v e a t t i t u d e a n d a d m i t t h e
d e f i c i e n c i e s o f e x t a n t p r a c t i c e . '
F e r r i s ( I 9 6 6 a ) k e p t t h e d e b a t e a l i v e , s u g g e s t i n g F o r s t e r h a d m i s r e a d t h e a r g u m e n t . t ' "
A f t e r r e s t a t i n g h i s c a s e , h e c o n c l u d e d , ' T h e f a u l t l i e s n o t i n t h e c o n d u c t o f t h e M . L . C .
d i r e c t o r s b u t i n t h e a c c o u n t i n g a n d l e g a l f r a m e w o r k w i t h i n w h i c h t h e s e a n d a l l o t h e r
d i r e c t o r s w o r k . T h e p r o b l e m i s n o t a p a r t i c u l a r o n e b u t a g e n e r a l o n e . ' B o t h
i n s t i t u t i o n a l a n d i n f o r m a t i o n t e n s i o n s w e r e i n p l a y .
F o r s t e r ( 1 9 6 6 a ) t o o k i s s u e w i t h B a x t e t a t a n d r e e n g a g e d d e b a t e w i t h F e r r i s . A s
r e g a r d s t h e f o r m e r , F o r s t e r t h o u g h t t h e i r a r g u m e n t l a c k e d j u s t i f i c a t i o n . I ' " A s r e g a r d s
t h e d e b a t e w i t h F e r r i s , F o r s t e r r e l i e d o n t h e t h e n l e g a l p r o v i s i o n s . ? " I n d e e d , h e
a r g u e d , b o t h t h e i r a r g u m e n t s ' r e p r e s e n t m e r e l y a J a s o n - I i k e q u e s t f o r s t a b i l i t y a n d t h e
a b s o l u t e ; a v a i n a t t e m p t t o b a n i s h c h a n g e o r f l u c t u a t i o n , i n s h o r t , a f l i g h t f r o m
r e a l i t y . ' I n s t e a d , h e s u g g e s t e d , a l o n g t h e l i n e s o f M a y ' s l e g a c y , a n e d u c a t i o n
a p p r o a c h , althou~h t h i s t i m e o f m a n a g e m e n t . f " H e d i d c e d e a n e e d f o r i m p r o v e m e n t s
i n v a r i o u s a r e a s . 2 1 H i s e n d w a s s i m i l a r t o t h a t o f C h a m b e r s . H o w e v e r , h e d i s a g r e e d
c o n c e r n i n g m e t h o d s o f i m p r o v e m e n t a n d p r o b a b l y a s t o w h a t n e e d e d t o b e d o n e .
F i n a l y e a r s t u d e n t s f r o m C h a m b e r s ' D e p a r t m e n t , H e w s o n e t a t ( 1 9 6 6 ) , c o n t i n u e d t h e
d e b a t e . F o r s t e r ( I 9 6 6 b ) s u g g e s t e d t h e i r a r g u m e n t c o n t a i n e d d i s t i n c t i s s u e s w h i c h
r e q u i r e d i n d e p e n d e n t c o n s i d e r a t i o n . Y ' H e r e s t a t e d h i s c o m m e n t s o n d e f i n i t i o n a n d t h e
r o l e o f ' g e n e r a l l y a c c e p t e d ' p r a c t i c e w h i c h m a y ' t o a d e g r e e . . . f r u s t r a t e t h e i n t e n t i o n s
o f t h e l e g i s l a t u r e . ' H o w e v e r , i n l i n e w i t h t h e M a y a p p r o a c h , h e s a w t h e s e a s b e i n g
o v e r c o m e b y e d u c a t i o n a n d e t h i c s . R a t h e r s u r p r i s i n g l y t o s o m e , h e r e f e r r e d t o a ' n e w
b r e e d ' o f a c c o u n t a n t s . 6 2 3
6 1 7 F e r r i s ( I 9 6 6 a ) , ' I n s p i t e o f M r A . F o r s t e r ' s y e a r s a n d p r a c t i c a l e x p e r i e n c e h i s l e t t e r . . . a c h i e v e d o n l y
t w o t h i n g s : ( I ) I t s u c c e s s f u l l y a n d c o m p l e t e l y m i s s e d t h e m a i n p o i n t o f m y l e t t e r . . . a n d ( 2 ) i t
u n s u c c e s s f u l l y d e f e n d e d h i s t o r i c a l c o s t a s a b a s i s f o r a c c o u n t i n g . '
6 1 8 F o r s t e r ( I 9 6 6 a ) , ' J u s t h o w o n e g o e s a b o u t a b a n d o n i n g t h e l a w i s n o t c l e a r b u t , i n a n y e v e n t , i t i s a
q u i t e i r r e l e v a n t p r o p o s i t i o n w h i c h t e n d s t o c o n f u s e t h e p u b l i c l a w w i t h p r i v a t e p u r p o s e s a n d t o
s a n d w i c h t h e a c c o u n t i n g p r o f e s s i o n i n b e t w e e n . '
6 1 9 F o r s t e r ( 1 9 6 6 a ) , ' . . . t h e r e w a s l i t t l e j u s t i f i c a t i o n f o r a t t a c k i n g a c o m p a n y o n t h e b a s i s o f a s u b j e c t i v e
d i f f e r e n c e o f o p i n i o n a b o u t w h a t t h e l e g i s l a t i o n h a s s e e n f i t t o e n a c t a s t h e l a w , a n d w h a t s o m e o t h e r
p e o p l e t h i n k t h e l a w s h o u l d b e . . . '
6 2 0 F o r s t e r ( l 9 6 6 a ) , ' T h e a n s w e r l i e s a l o n g a l o n g e r a n d a h a r d e r r o a d - a w i d e r a n d m o r e i n t e n s i v e
e d u c a t i o n o f a c c o u n t a n t s a n d , e v e n t u a l l y , t h e w i n n i n g o f m a n a g e m e n t a c c e p t a n c e - b y p u r s u a s i o n ( s i c ) ,
n o t b y c r i t i c i s m . '
6 2 1 F o r s t e r ( 1 9 6 6 a ) , ' T h e r e r e m a i n s h o w e v e r a n e e d t o i m p r o v e a n d t o s t r e n g t h e n t h e l a w , a n e e d t o
i m p r o v e a n d s t r e n g t h e n a c c o u n t i n g s o t h a t i t m a y b e c o m e a m o r e e f f e c t i v e i n s t r u m e n t o f
c o m m u n i c a t i o n , a n d a n e e d m o r e e f f e c t i v e l y t o s h a r e o u r k n o w l e d g e a n d o u r a w a r e n e s s o f t h e s e n e e d s
w i t h m a n a g e m e n t ; n o t , m a y I r e p e a t , b y c r i t i c i s m , b u t b y p e r s u a s i o n a n d t h e m o r e n o r m a l e d u c a t i v e
p r o c e s s e s . '
6 2 2 F o r s t e r ( 1 9 6 6 b ) , ' I t i s q u i t e o b v i o u s t h a t a n u m b e r o f s e p a r a t e e l e m e n t s , a s s o c i a t e d w i t h t h e
e x p r e s s i o n o r c o m m u n i c a t i o n o f a t r u e a n d f a i r v i e w , a r e b e i n g m i x e d q u i t e i n d i s c r i m i n a t e l y . . . '
6 2 3 F o r s t e r ( I 9 6 6 b ) , ' T h e r e i s a g r o w i n g b o d y o f r e s p o n s i b l e p u b l i c a n d p r o f e s s i o n a l o p i n i o n t h a t
g r a d u a l l y w i l l b e c o m e a n e f f e c t i v e f o r c e - b r i n g i n g a b o u t t h e d e s i r e d c h a n g e s i n u n d e r s t a n d i n g , i n
o u t l o o k a n d i n p r a c t i c e .
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T h e s a m e i s s u e s a w t h e c o n t i n u a t i o n o f t h e d e b a t e . C h a n d l e r ( 1 9 6 6 ) , a n o t h e r f i n a l
y e a r s t u d e n t , c i t e d L i t t l e t o n ( 1 9 5 3 ) t o q u e s t i o n l i n k s b e t w e e n t r u t h i n f i n a n c i a l
s t a t e m e n t s a n d G A A P , a r g u i n g a m b i g u i t y a n d i n c o n s i s t e n c y i n G A A P m i s i n f o r m e d
r e a d e r s . T o C h a n d l e r , 6 2 4 c o n v e n t i o n a l a c c o u n t i n g d i d n o t p r o d u c e a ' t r u e a n d f a i r
v i e w ' , w h i c h i n p a r t w a s t h e c a u s e o f u n e x p e c t e d c o r p o r a t e c o l l a p s e s .
S t e w a r t ( 1 9 6 6 ) i m p l i c i t l y a g r e e d , u s i n g a n a n a l y s i s o f I C A A ( 1 9 6 5 ) , w h i c h
e m p h a s i s e d t h e c o n s i s t e n t a p p l i c a t i o n o f G A A P , t o s u g g e s t t h e u s e o f ' t r u e a n d f a i r '
w a s a t t h e l e a s t r e d u n d a n t . H o w e v e r , h e a l s o s u g g e s t e d ' t h a t t h e f a u l t l i e s i n t h e m a n y ,
v a r i e d , a n d c o n f l i c t i n g , " g e n e r a l l y a c c e p t e d a c c o u n t i n g p r i n c i p l e s " . '
H e w s o n ( 1 9 6 6 ) r e s p o n d e d t o F o r s t e r , a r g u i n g a g a i n p r o b l e m s a r o s e f r o m f l e x i b l e a n d
i n c o n s i s t e n t G A A P , n o t t h e l a w .
6 2 5
A f t e r s u p p o r t i n g C h a n d l e r , H e w s o n c o n t i n u e d t h a t
t h e r e f o r m a t i o n o f G A A P w a s i n d e e d a l e n g t h y , d i f f i c u l t t a s k - p r o b a b l y a c a s e f o r
F o r s t e r ' s ' n e w b r e e d ' a c c o u n t a n t s . v " F o r s t e r ( 1 9 6 6 c ) r e s p o n d e d , c o m p l a i n i n g o f
' I n t h e m e a n t i m e , s o m e w i l l g o a d , s o m e w i l l c r i t i c i s e , h o p i n g , p e r h a p s , t h a t t h e p r o c e s s o f c h a n g e w i l l
t a k e o n a m o r e r a p i d p a c e . . . .
' F o r m y p a r t , I s h a l l c o n t i n u e t o d o , a s I h a v e d o n e f o r m o r e t h a n a q u a r t e r - c e n t u r y i n m y p r o f e s s i o n , t o
d e v o t e m y t i m e a n d e f f o r t s t o t h e a d v o c a c y , p r a c t i c e a n d t e a c h i n g o f i m p r o v e d m e t h o d s o f f i n a n c e a n d
a c c o u n t i n g . . . I h a v e , s h a l l I s a y , g r e a t e x p e c t a t i o n s . . . a n d a w e l l - g r o u n d e d c o n f i d e n c e i n t h e v i g o u r
a n d i n t e l l i g e n c e o f t h e " n e w b r e e d " i n o u r p r o f e s s i o n . '
6 2 4 C h a n d l e r ( 1 9 6 6 ) , ' ( I ) T h e p r o f e s s i o n a l a c c o u n t a n t i s c o n c e r n e d , b a s i c a l l y w i t h t h e p r e s e n t a t i o n o f
" t r u t h , " w h i c h " i n v a c u o " i s a p p a r e n t l y i m p o s s i b l e t o d e f i n e .
' ( 2 ) I n a n y p r a c t i c a l s i t u a t i o n t h e a c c o u n t a n t m u s t l o o k t o a c c o u n t i n g p r i n c i p l e s a n d s t a n d a r d s t o
d e t e r m i n e " t r u t h . "
' ( 3 ) I f a c c o u n t i n g p r i n c i p l e s a n d s t a n d a r d s a r e a m b i g u o u s , m i s l e a d i n g a n d n o t c o n s i s t e n t w i t h o n e
a n o t h e r , a n y a t t e m p t t o d i s c o v e r o r p r e s e n t t h e " t r u t h " w i l l b e i n v a i n .
' ( 4 ) F a i l u r e b y a c c o u n t a n t s a n d o t h e r m e m b e r s o f t h e p u b l i c t o r e a l i s e t h e s h o r t c o m i n g s a n d l i m i t a t i o n s
o f p r e s e n t a c c o u n t i n g s y s t e m s a n d t e r m i n o l o g y w i l l l e a d t o " m i s i n f o r m a t i o n . "
' ( 5 ) T h e s t a t e m e n t b y a n a u d i t o r t h a t t h e a c c o u n t s p r e s e n t a " t r u e a n d f a i r v i e w " d o e s n o t n e c e s s a r i l y
m e a n t h a t t h e d a t a a r e d e p e n d a b l e o r t h a t t h e i n f o r m a t i o n i s r e l i a b l e : t h e " f u l l t r u t h " m a y n o t b e
p r e s e n t e d , " a n d s k i l f u l l y c o n c e a l e d e r r o r i n t h e a c c o u n t s " m a y b e p r e s e n t . R e c e n t c o m p a n y " d i s a s t e r s "
i n A u s t r a l i a r e i n f o r c e t h e v i e w t h a t s u c h i s o f t e n t h e c a s e . '
6 2 5 H e w s o n ( 1 9 6 6 ) , ' [ F o r s t e r ] p l a c e s t h e o n u s , f o r t h e i n i t i a t i n g f o r c e o f r e f o r m a t i o n , o n t h e s h o u l d e r s
o f t h e l e g a l p r o f e s s i o n , b u t s u r e l y t h i s i s p l a c i n g " t h e c a r t b e f o r e t h e h o r s e . " G o o d p r a c t i c e m u s t
n e c e s s a r i l y p r e c e d e t h e l a w a n d s o , i n m y o p i n i o n , t h e o n u s s h o u l d l i e w i t h t h e a c c o u n t i n g p r o f e s s i o n .
' T h e b a s i c d e f i c i e n c y , a t p r e s e n t , i s t o b e f o u n d i n t h e n o t i o n o f s o - c a l l e d " g e n e r a l l y a c c e p t e d
a c c o u n t i n g p r i n c i p l e s , " a n d i t i s o n t h e b a s i s o f t h e s e t h a t t h e p r o f e s s i o n a l a c c o u n t a n t e x p r e s s e s h i s
o p i n i o n o n t h e " t r u t h " a n d " f a i r n e s s " o f f i n a n c i a l r e p o r t s . '
6 2 6 H e w s o n ( 1 9 6 6 ) , ' M a n y p e o p l e w h o a r e u n d e r t h e i m p r e s s i o n t h a t a n a d e q u a t e b o d y o f p r i n c i p l e s
d o e s e x i s t p r o b a b l y h a v e i n m i n d t h e " R e c o m m e n d a t i o n s o n A c c o u n t i n g P r i n c i p l e s , " b u t t h e s e c o n t a i n
o n l y f r a g m e n t a r y s t a t e m e n t s o n s e l e c t e d t o p i c s , n o t a c o h e r e n t s e t o f p r i n c i p l e s . C o m p a r i n g t h e
f i n a n c i a l s t a t u s o r p e r f o r m a n c e o f s e v e r a l c o m p a n i e s i s a n e x t r e m e l y d i f f i c u l t t a s k u n d e r t h e b e s t
c i r c u m s t a n c e s . B u t w h e n t h e f i g u r e s f o r t h e s e v e r a l c o m p a n i e s a r e p r e p a r e d u n d e r d i f f e r e n t g r o u n d
r u l e s t h e t a s k i s e v e n m o r e f r u s t r a t i n g . . . .
' I f t h e y d i f f e r i t s h o u l d b e b e c a u s e t h e y i n t e r p r e t t h e f a c t s d i f f e r e n t l y , n o t b e c a u s e t h e y a r e a p p l y i n g
d i f f e r e n t p r i n c i p l e s . T h i s g o a l o f c o u r s e i s n ' t q u i c k l y o r e a s i l y a t t a i n a b l e b u t i t s h o u l d b e t h e g o a l a n d
a c c o u n t a n t s s h o u l d b e d i s s a t i s f i e d i f c o n t i n u e d p r o g r e s s i s n o t b e i n g m a d e t o w a r d i t . . . .
' T o m e e t t h i s n e e d s h o u l d b e t h e a i m o f a c c o u n t i n g ' s " n e w b r e e d . "
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being misquoted. His argument was stated to be within the context of current legal
provisions, not with GAAP.627
The argument was overtaken by issues to do with the auditor rather than with the
actual financial reports.628 Despite problems still not being resolved, other issues were
instead debated, including
• the place of world-wide accounting firms,
• lawsuits against accounting firms,
• the resulting increase in insurance premiums,
• the threat of the SEC developing new rules of its own for the profession
including whether lucrative consulting services formed a conflict of interest,
and
• the effect on independence of the external auditor.
Recycling of issues persisted.
6.4 Related debates and their resolution
Various themes are possible to structure various debates, like those above. Here, the
argument seeks to be consistent with Gell-Marm's (1994, p9) studies of 'the simple
and the complex' through the emergence of 'complex adaptive systems' (CAS). He
contrasts laws of elementary particle physics with subjects like linguistics and natural
history - leading to an interdisciplinary approach. The former are thought to be
exact, universal and immutable even though scientists have to use successive
approximations. The latter are concerned with languages and species in general and
with words and organisms, including human beings, in particular. Here the laws are
approximate. He also showed as much concern with a chain of relationships as with
the laws themselves. While some argued that the business entity and the related
accounting were non-adaptive systems, part of the May Legacy, Chambers would
question such assumptions.
Features that distinguish CAS are only implicitly of concern to this thesis. Once
accepted, debate begins at that level. Chambers certainly adopted the idea that CoCoA
is a CAS as is the entity for which reports are to be prepared. However, tensions were
627 Forster (I966c), 'Mr Hewson presents an inaccurate and misleading version of my views, and
consequently a quite invalid argument ...
'What he has to say about "principles" is interesting, but not relevant to my original and ce
ntral
purpose....
'I wrote, primarily, about the law as it is, not as we would wish it to be. Subsequently, 1 made it
clear
that 1was well aware of the broader issues....
'I admire his temerity, but I cannot respect his judgment. He has, however, my earnest good wishes -
so long as he realised that 1 am not involved in the debate about "generally accepted accou
nting
principles. '"
628 Editorial (I966b) included, 'Inevitably, after the big group crashes, problems the Australian
profession has had to meet in recent years have been largely focused on the audit and manageme
nt of
the accounts of large groups of companies.
'But there is also a vast twilight area in accounting where strong guidelines are needed but whe
re at
present items and terminology can mean practically all things to all men.
'Often it is impossible to compare with any meaning at all the results of one company with anoth
er in
the same business Or even to compare a company's results one year with its results in previous yea
rs.
'The malleability of many accounting concepts remains one of the most difficult problems fo
r the
profession. '
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( a n d a r e s t i l l ) c a u s e d b y a f a i l u r e t o d e f i n e f i n a n c i a l r e p o r t i n g s u c c i n c t l y . I t p r e s e n t l y
m i x e s i d e a s f r o m d i f f e r e n t d i s c i p l i n e s n e c e s s a r y f o r i n f o r m e d c h o i c e . A s w e l l , t h e
i d e a o f a c c o u n t a b i l i t y i n t h e c o n t e x t o f s t e w a r d s h i p m u s t b e i n c o r p o r a t e d .
T h e c h o i c e / d e c i s i o n - m a k i n g d i l e m m a i s u s u a l l y d i s c u s s e d i n t h e l i t e r a t u r e i n t e r m s o f
e f f e c t i v e n e s s a n d ( p r o d u c t i v e ) e f f i c i e n c y . E q u i t y i s s e e n a s b e i n g o f a d i f f e r e n t o r d e r ,
t h o u g h i s s u e s h e r e a r e m e t i m p l i c i t l y i n v a r i o u s d i s c u s s i o n s . C o n c e p t s m a y b e
g r o u p e d i n t o t h o s e c o n c e r n i n g e q u i t y / w e l f a r e e c o n o m i c s / s o c i a l i s s u e s , e f f i c i e n c y
( b o t h a l l o c a t i v e a n d p r o d u c t i v e ) a n d e f f e c t i v e n e s s . R e f e r e n c e i s s o m e t i m e s m a d e t o
e c o n o m y . F i g u r e 6 . 5 s h o w s h o w t h e a b o v e i n t e r r e l a t e .
F i g u r e 6 . 5
P L A N N E D
/
O U T P U T
( G O A L
A C T U A L A C T U A L
I N P U T O U T P U T
E f f i c i e n c y
( P r o d u c t i v e )
/
P O L I C Y
G E N E R A T I N G
P R O C E S S
~
R e s o u r c e
a l l o c a t i o n ,
E q u i t y ,
W e l f a r e
e c o n o m i c s
R e s o u r c e
a l l o c a t i o n ,
E q u i t y ,
W e l f a r e
E c o n o m y
E f f e c t i v e n e s s
e c o n o m i c s
~PLANNED
I N P U T
A t t h e g e n e r a l p o l i c y - m a k i n g l e v e l , i s s u e s i n v o l v e t h e a l l o c a t i o n o f s c a r c e r e s o u r c e s
a m o n g c o m p e t i n g d e m a n d s a n d q u e s t i o n s o f s o c i a l e q u i t y a m o n g p a r t i e s . I t i s f o u n d
i n m a c r o - e c o n o m i c s a n d o t h e r s o c i a l s c i e n c e s . H e r e , s o m e a n a l y s i s a n d r e l a t e d d a t a
w i l l c e r t a i n l y b e q u a l i t a t i v e a n d n o n - f i n a n c i a l .
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A t t h e a p p l i c a t i o n l e v e l , a l l o c a t i v e e f f i c i e n c y , f r o m m i c r o - e c o n o m i c s , s e e k s t h e
o p t i m u m c o m b i n a t i o n o f i n p u t s ( f a c t o r s o f p r o d u c t i o n ) f o r t h e r e q u i r e d o u t p u t .
P r o d u c t i v e e f f i c i e n c y , a g a i n f r o m m i c r o - e c o n o m i c s , i s a l s o f o u n d i n e n g i n e e r i n g a n d
o t h e r d i s c i p l i n e s . W h i l e d i f f e r e n t d i s c i p l i n e s h a v e d i f f e r e n t d e f i n i t i o n s , i t b a s i c a l l y
d e a l s w i t h t h e o p t i m u m r e l a t i o n s h i p b e t w e e n i n p u t s a n d o u t p u t s . I f i n p u t s a r e g i v e n ,
m a x i m u m o u t p u t i s s o u g h t . I f o u t p u t i s g i v e n , m i n i m u m i n p u t s a r e s o u g h t .
E f f e c t i v e n e s s d e a l s w i t h t h e r e l a t i o n s h i p b e t w e e n p l a n n e d o u t p u t a n d a c t u a l o u t p u t .
E c o n o m y d e a l s w i t h t h e r e l a t i o n s h i p b e t w e e n p l a n n e d i n p u t a n d a c t u a l i n p u t . F o r
i n s t a n c e , m a n a g e m e n t m a y b e a b l e t o a c h i e v e a f a v o u r a b l e v a r i a n c e r e m a t e r i a l s a n d
a n u n f a v o u r a b l e v a r i a n c e r e l a b o u r h o u r s .
A s m e n t i o n e d e a r l i e r , t h e s t e w a r d s h i p d i l e m m a m a y b e o f a n a r r o w o r b r o a d n a t u r e .
T h e a r g u m e n t t h a t f o l l o w s i s s u m m a r i s e d i n F i g u r e 6 . 6 .
F i g u r e 6 . 6
~
C o n v e n t i o n a F i n a n c i a l E c o n o m i c S o c i a l
D i l e m m a
D e c i s i o n - m a k i n g &
I n t e r d i s c i p l i n a r y i s s u e s
- E f f e c t i v e n e s s B y c h a n c e Y e s Y e s Y e s
- E f f i c i e n c y B y c h a n c e Y e s
Y e s P e r h a p s
A c c o u n t a b i l i t y & s t e w a r d s h i p
- N a r r o w
P e r h a p s Y e s
Y e s Y e s
- B r o a d e r B y c h a n c e Y e s
P e r h a p s P e r h a p s
I n t h e f o l l o w i n g s u b - s e c t i o n , a n i n t e r e s t i n a c c o u n t i n g ( i n C h a m b e r s ' g e n e r i c s e n s e ) a t
d i s t i n c t l e v e l s i s h e r e t e r m e d ' i n t e r d i s c i p l i n a r y i n f l u e n c e s ' o n t h a t a c c o u n t i n g .
6 . 4 . 1 T h e i n f l u e n c e o f i n t e r d i s c i p l i n a r y s t u d i e s o n a c c o u n t i n g
T e n s i o n s h e r e w e r e r e i n f o r c e d b y i s s u e s o f e f f e c t i v e n e s s a n d e f f i c i e n c y i n b o t h t h e
p u b l i c a n d p r i v a t e s e c t o r s . E f f e c t i v e n e s s a n d e f f i c i e n c y m a y b e d e f i n e d a n d a p p l i e d t o
a l l t y p e s o f i n p u t s a n d o u t p u t s - c o n v e n t i o n a l a c c o u n t i n g , f i n a n c i a l , e c o n o m i c o r
s o c i a l . F o r e x a m p l e , ' e f f e c t i v e n e s s ' m a y b e d e f i n e d a s t h e m e e t i n g o f s e t g o a l s ; t h e
g o a l s m a y b e s e t i n t e r m s r a n g i n g f r o m f i n a n c i a l t o s o c i a l . W h a t i s i m p o r t a n t i s t h a t
a n y d e f i n i t i o n i s c o n s i s t e n t l y a p p l i e d i f t e n s i o n s o f a c c o u n t i n g i n g e n e r a l a n d o f
l i a b i l i t i e s i n p a r t i c u l a r , a r e t o b e r e s o l v e d .
A s f o u n d i n e a r l i e r C h a p t e r s , d i s c u s s i o n o f t h e i n f l u e n c e s o f o t h e r d i s c i p l i n e s o n
a c c o u n t i n g i s n o t n e w , b e i n g c e r t a i n l y f o u n d i n C h a m b e r s ' w r i t i n g s o n C o C o A . I t i s
w e l l k n o w n t h a t P a c i o l i ' s t r e a t i s e w a s p a r t o f a t e x t o n a r i t h m e t i c . C a n n i n g ( 1 9 2 9 )
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thought 'the study of accounting should be structured on the three pillars of
mathematics, law and economics.. .' (Zeff, 2000, p18).629
Accountants and their discipline certainly had to face new ideas and challenges.v"
Improvements in inter-personal and inter-disciplinary communications, in access to
data and in computers provided impetus for better techniques for mapping, modelling
or planning.r'" As well, new financial instruments have been created and
developments have occurred in economics like ideas on risk analysis. However, as
Gaffikin (2003a, p307) points out, accounting continues to face tensions with other
disciplines.i'" Some years earlier, Most (1984, p31) suggested these included those
involved in data-management systems and annual report prcparation.t"
Incorporation of influences like these has interaction with accounting - internal
reporting (the province of cost/management accounting) in the first instance and then
external reportin~ (the province of financial accounting) - and provided a challenge
for accountants." 4 Gaffikin (2003a, p307) argued that issues of application were still
not in harmony with an underlying reasoning. He questions whether capital market
and agency theory based research have eased tensions previously researched by the a
629 Gaffikin (2003a, p291), writing of the 1960s, suggests 'Accounting researchers, it seemed, were now
more conscious than ever of the intellectual basis for their discipline.'
630 An illustration is found in the water industry where, up until the mid-1980s, the development
and
application of financial systems and the wide range of operational and technical systems took pla
ce in
isolation. Arguably, tensions at the professional and discipline levels played a part. Relation
ships
between various groups - say between the engineering group and the corporate services g
roup
(including accounting) - as well as within a group - say among human resources or accounting or
marketing - saw unresolved (and possibly unresolvable) debates. These tended to be more concerned
with defending a sectional interest or avoiding responsibility for an error by fixing the b
lame
elsewhere. See also Murray (1989).
631 At the local government level in Australia, the accountant (of no particular persuasion) and the
engineer now have to work together to produce reports including information on water and w
ater-
related issues. The data reported in an annual report are much different from the matter and me
thods
previously used. Instead, emphasis is placed on merging the two streams as the data is taken fr
om a
common system. For instance, The Sydney Water Board annual reports reveal major changes in 1983
(Stauntonetal,1989,pI17-121).
632 Gaffikin (2003a, p307), 'The discipline ofaccounting has not fared well in the new millennium. It is
probably facing the most severe crises in its entire history. First, there are questions of relevance
in an
age in which there are sophisticated electronic information processing media that can manage
what
many see (probably incorrectly) as the major functions of accounting.'
633 Most (1984, p31), 'The development of database management information systems is gradually
moving the accounting function out of the accountants' hands. In many large corporations
, the
preparers of financial reports already accept their data and accumulations from a computer that th
ey do
not program, that uses definitions prepared by systems analysts and measurements devise
d by
statisticians.'
634 Williams (2003, p252-253) laments, 'Since accounting is a social practice and not a social science,
there is no necessary reason to believe that any mode of analysis would have a monopoly on prov
iding
understanding. Indeed, one might expect a multi-disciplinary eclecticism in accounting scholarsh
ip; it
would be opportunistic in adapting many disciplinary insights to its purposes (as medicine increasingly
does). This has not turned out to be the case.' Neu (2001) argues in a similar fashion.
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p r i o r i r e s e a r c h e r s , e s p e c i a l l y a s b o t h h u m a n b e h a v i o u r a n d t h e m o d e m
e c o n o m i c l b u s i n e s s e n v i r o n m e n t r e m a i n e x c e e d i n g l y c o m p l e x . r "
H o w w a s a n y c o m p l e x i t y t o b e i n c o r p o r a t e d ? W e r e t h e b o u n d a r i e s o f a c c o u n t i n g t o
b e b r o a d e n e d ? 6 3 6 C h a m b e r s p r e f e r r e d a n a r r o w i n g o f f i n a n c i a l r e p o r t i n g t o h i s t i g h t l y
d e f i n e d C o C o A . H o w e v e r , t h e r e s u l t i n g f i n a n c i a l s t a t e m e n t s h a d a s e t f u n c t i o n
( C h a m b e r s , 1 9 7 6 a ) w i t h i n a b r o a d e r , m o r e c o m p l e x e c o n o m i c b e h a v i o u r , w h i c h i n
t u r n w e r e p l a c e d w i t h i n a s t i l l b r o a d e r s o c i a l b e h a v i o u r . C h a m b e r s ( l 9 9 1 b ) w o u l d
l a t e r s u p p o r t h i s a r g u m e n t w i t h a s e r i e s o f f o u n d a t i o n s o f a c c o u n t i n g . v "
L i t t l e a r g u m e n t w o u l d b e f o u n d i n t h e r e c e n t l i t e r a t u r e o n t h e r e b e i n g a n i n t e r a c t i o n
a m o n g a c c o u n t i n g a n d i n t e r d i s c i p l i n a r y s t u d i e s . H o w e v e r , w h e r e a c c o u n t i n g f i t t e d
i n t o a s p e c t r u m o f d i s c i p l i n e s w o u l d b e d e b a t e d . A t o n e e x t r e m e - a n a r r o w v i e w o f
a c c o u n t i n g - o n e w o u l d f i n d c o n v e n t i o n a l a c c o u n t i n f w h i c h p r o v i d e d P e l o u b e t
( 1 9 3 5 , p 2 0 3 ) w i t h t h e ' a c t u a l r e c o r d ' o f a n a m o u n t . f " H e d i d n o t c h a l l e n g e t h e
' u t i l i t y ' o f t h e r e p o r t i n g o f v a r i o u s ' v a l u e s ' - t h e y m a y b e ' m u c h m o r e u s e f u l t h a n t h e
a c t u a l r e c o r d ' f o u n d i n c o n v e n t i o n a l a c c o u n t i n g . O n o n e h a n d , h e s a w ' f i n a n c i a l
r e p o r t s a n d a c c o u n t s ' ; o n t h e o t h e r ' s t a t i s t i c a l p r o j e c t i o n s b a c k w a r d o r f o r w a r d ' .
H o w e v e r , t h e f o r m e r w a s t h e k e y a s i t w a s r e q u i r e d f o r t h e l a t t e r t o b e d e v e l o p e d . H e
a l s o a r g u e d a g a i n s t R i p l e y ' s c l a i m ( 4 . 2 ) t h a t t h e b a l a n c e s h e e t w a s ' a n i n s t a n t a n e o u s
p h o t o g r a p h ' a n d t h e s e c o n d a r y r o l e g i v e n t h e i n c o m e a c c o u n t . B o t h c l a i m s w e r e
' f u n d a m e n t a l l y f a l s e ' . 6 3 9 T h i s h e a r g u e d m i g h t b e t r u e i n t h e l i m i t i n g c a s e w h e n
6 3 5 G a f f i k i n ( 2 0 0 3 a , p 3 0 7 ) , ' T h e r e s e a r c h a n d t h e o r i z i n g t h a t s u p p l a n t e d t h e a p r i o r i w o r k o f t h e s i x t i e s
w a s h e r a l d e d a s p r o v i d i n g a m o r e m e a n i n g f u l a n d r e a l i s t i c a p p r e c i a t i o n o f a c c o u n t i n g a n d b u s i n e s s
b e h a v i o u r . T h e e m p h a s i s w a s t o b e o n u n d e r s t a n d i n g a n d p r e d i c t i o n a n d t h i s m a d e r e g u l a t i o n
u n n e c e s s a r y a s t h e m a r k e t o p e r a t i o n w o u l d s o l v e a l l " p r o b l e m s " . I s t h e r e a h i g h c o r r e l a t i o n b e t w e e n
s u c h t h i n k i n g a n d t h e c r i s e s n o w f a c i n g a c c o u n t i n g ? W h e t h e r o r n o t t h e r e i s s u c h c o r r e l a t i o n , t h e
b e h a v i o u r a l a s s u m p t i o n s u n d e r l y i n g t h i s t h e o r i z i n g i s s i m p l i s t i c . T h e l a c k o f a g r e e m e n t b e t w e e n t h e a
p r i o r i s t s i s a n i n d i c a t i o n o f t h e c o m p l e x i t y o f h u m a n b e h a v i o u r - t h e a s s u m p t i o n s m a d e i n t h e b e l i e f s
t h a t t h e y r e f l e c t e d b u s i n e s s b e h a v i o u r . T h e c o m p l e x i t y a n d u n d e r s t a n d i n g i n s o c i a l / b u s i n e s s b e h a v i o u r
i s p a r t o f w h a t s o m e h a v e r e f e r r e d t o a s t h e p o s t m o d e r n c o n d i t i o n . I n s u c h a s t a t e m o s t a t t e m p t s t o
p r o d u c e a t h e o r y f a i l . T h e g e n e r a l t h e o r i e s o f t h e a p r i o r i s t s f a i l b e c a u s e t h e r e a r e n o u n i v e r s a l s . T h e
t h e o r y o f t h o s e w h o c a m e l a t e r a t t e m p t e d t o n a r r o w t h e f i e l d o f s t u d y w i t h t h e e m p h a s i s o n m a i n l y o n e
t y p e o f u s e r o f f i n a n c i a l r e p o r t s t a k i n g t h e i r t h e o r i e s e v e n f u r t h e r a w a y f r o m t h e c o m p l e x i t y o f t h e
m o d e r n e c o n o m i c e n v i r o n m e n t - o r s h o u l d t h a t b e t h e p o s t r n o d e r n b u s i n e s s e n v i r o n m e n t ? '
6 3 6 A s s u g g e s t e d b y s a y A c c o u n t i n g S t a n d a r d s S t e e r i n g C o m m i t t e e ( 1 9 7 5 ) ; M c M o n n i e s ( 1 9 7 6 ) . O t h e r s
w o u l d d e b a t e t h e n e e d f o r ' n e w ' s t a t e m e n t s ( M y e r s , 1 9 7 1 , 1 9 7 1 a ; K i n g , 1 9 7 1 ; L i t t r e l l & C o x , 1 9 7 1 ) .
6 3 7 T h e s e i n c l u d e : C o m m e r c i a l , L e g a l , E c o n o m i c , F i n a n c i a l , M e t r i c a l , P s y c h o l o g i c a l , A x i o l o g i c a l ,
O r g a n i s a t i o n a l , L i n g u i s t i c , S o c i a l a n d D a t a p r o c e s s i n g .
6 3 8 P e l o u b e t ( 1 9 3 5 , p 2 0 3 ) , ' a n y w h e r e o n t h e s c a l e o f c h a n g e a n e c o n o m i s t o r a s t a t i s t i c i a n c o u l d p l o t a
n u m b e r o f c u r v e s b a c k w a r d o r f o r w a r d f r o m a n y p o i n t o f t i m e t o s h o w f r o m t h a t p o i n t t h e e f f e c t o f t h e
c o n t i n u a n c e o f t h e v a l u e s s e l e c t e d o r t h e e f f e c t o f a n y a s s u m e d c h a n g e . S u c h a g r a p h i c r e p r e s e n t a t i o n
m i g h t b e o f g r e a t i n t e r e s t a n d u t i l i t y - i t m i g h t b e m u c h m o r e u s e f u l t h a n t h e a c t u a l r e c o r d - b u t t h i s
r e p r e s e n t a t i o n c o u l d n o t b e m a d e w i t h o u t t h e a c t u a l r e c o r d a n d c o u l d n o t i n a n y w a y t a k e i t s p l a c e .
H e r e , I t h i n k , w e h a v e t h e b a s i s o f t h e g e n e r a l o p p o s i t i o n b e t w e e n f i n a n c i a l r e p o r t s a n d a c c o u n t s a n d
s t a t i s t i c a l p r o j e c t i o n s b a c k w a r d o r f o r w a r d f r o m a n y p o i n t i n t i m e w i t h i n t h e p e r i o d c o v e r e d b y t h e
a c c o u n t s . '
6 3 9 P e l o u b e t ( p 2 0 3 - 2 0 4 ) , ' I n t h e n o t v e r y d i s t a n t p a s t , w h e n a c c o u n t s w e r e f i r s t b e i n g S U b j e c t e d t o r e a l l y
t h o u g h t f u l a n a l y s i s , t h e r e w a s a w i d e s p r e a d o p i n i o n , w h i c h i s s t i l l h e l d i n s o m e r e s p o n s i b l e q u a r t e r s ,
t h a t t h e b a l a n c e - s h e e t w a s " s t a t i c " a n d t h e i n c o m e a c c o u n t w a s " d y n a m i c " . I n o t h e r w o r d s , t h e b a l a n c e -
s h e e t w a s t h o u g h t t o b e a n i n s t a n t a n e o u s p h o t o g r a p h o f a b u s i n e s s a t a p a r t i c u l a r m o m e n t o f t i m e , a n d
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e c o n o m i c c h a n g e s w e r e ' s o s l o w a s t o b e a l m o s t i m p e r c e p t i b l e ' . H o w e v e r , a r e p o r t i n g
o f r a p i d c h a n g e s w a s a n a n a t h e m a f o r t h o s e u s e d t o c o n v e n t i o n a l a c c o u n t i n g . I n s t e a d ,
a r g u i n g f o r c o n v e n t i o n a l a c c o u n t i n g , a b a l a n c e s h e e t w a s m o r e ' a n a r r a t i v e o f
i n v e s t m e n t ' o f c o n t r i b u t i o n s b y v a r i o u s s t a k e h o l d e r s . t ' "
A t t h e o t h e r e x t r e m e , a b r o a d i n t e r p r e t a t i o n o f a c c o u n t i n g m a y b e f o u n d . H e n d e r s o n
a n d P e i r s o n ( 2 0 0 0 , p 9 3 4 ) r a i s e v a r i o u s t e n s i o n s m e t b y t h e i n t e r a c t i o n b e t w e e n a n e e d
f o r g r e a t e r c o r p o r a t e s o c i a l r e s p o n s i b i l i t y a n d h o w e n t i t i e s a c c o u n t f o r a n d d i s c l o s e
s o c i a l l y r e s p o n s i b l e a c t i v i t i e s a n d p e r f o r m a n c e s . D i s c l o s u r e s t e n d t o t a k e a n a r r a t i v e
f o r m , i n c l u d i n g m o n e t a r y a n d n o n - m o n e t a r y d a t a .
6 4 1
C e r t a i n l y t h e i d e a s f r o m m a n y d i s c i p l i n e s a r e i n t e r m i n g l e d . I n f o r m e d d e c i s i o n s u s i n g
t h e i n t e r r e l a t e d i d e a s i n F i g u r e 6 . 5 l i k e e f f e c t i v e n e s s a n d e f f i c i e n c y , i n t e g r a t e i d e a s
f r o m t h e m a n y d i s c i p l i n e s ( E n t h o v e n , 1 9 7 6 ) . E l s e w h e r e , E n t h o v e n ( 1 9 8 5 , p 8 - 2 6 )
c a t e g o r i s e d v a r i o u s t r e n d s , i n c o r p o r a t i n g a w i d e - r a n g i n g s e r i e s o f i s s u e s ,
• T r e n d 1 - A c c o u n t a n c y I n t e g r a t i o n
6 4 2
• T r e n d 2 : M e g a A c c o u n t a n c y I d e n t i f i c a t i o n , M e a s u r e m e n t a n d R e p o r t i n g o f
R e l e v a n t I n f o r m a t i o n
6 4 3
• T r e n d 3 : E f f i c i e n c y a n d P r o d u c t i v i t y M e a s u r e m e n t s ' t "
t h e i n c o m e a c c o u n t w a s c o n s t r u c t e d a s a s o r t o f s y m b o l i c , a r i t h m e t i c a l n a r r a t i v e o f t h e h a p p e n i n g s i n
t h e b u s i n e s s b e t w e e n t w o o f t h e " s t a t i c " p o i n t s . T h i s c o n c e p t , I t h i n k , i s f u n d a m e n t a l l y f a l s e . I t h a s a
c e r t a i n s u p e r f i c i a l a p p e a r a n c e o f t r u t h , b e c a u s e i t c o u l d h a v e b e e n t r u e i n a w o r l d w h e r e e c o n o m i c
c h a n g e s w e r e s o s l o w a s t o b e a l m o s t i m p e r c e p t i b l e . . . H o w e v e r , w e a r e w e l l a w a r e t h a t w e a r e n o t
l i v i n g i n s u c h a p e r i o d i n t h e w o r l d ' s h i s t o r y . E c o n o m i c c h a n g e s a r e r a p i d a n d d e v a s t a t i n g . T h i s , I
t h i n k , s h o w s t h e f a l s i t y o f t h e " i n s t a n t a n e o u s p h o t o g r a p h " a s s u m p t i o n . W h a t t h e n i s t h e t r u t h ? A s I s e e
i t , t h e b a l a n c e - s h e e t i s a c o n t i n u o u s n a r r a t i v e , m u c h a s t h e i n c o m e a c c o u n t i s , e x c e p t t h a t t h e n a r r a t i v e
i s t o l d f r o m a d i f f e r e n t s t a n d p o i n t a n d c o v e r s t h e e n t i r e l i f e o f a c o r p o r a t i o n f r o m i t s i n c e p t i o n t o t h e
d a t e o f t h e a c c o u n t s . . . T h e b a l a n c e - s h e e t i s a n a r r a t i v e o f i n v e s t m e n t . . . I t . . . i n d i c a t e s h o w m u c h
c a p i t a l w a s c o n t r i b u t e d , w h o c o n t r i b u t e d i t a n d t h e r i g h t s t o a n d p a r t i c i p a t i o n i n c a p i t a l o f s t o c k h o l d e r s ,
b o n d - h o l d e r s a n d v a r i o u s o t h e r c r e d i t o r s . '
6 4 0 P e l o u b e t ( p 2 0 8 ) c o n c l u d e d , ' W h i l e t h e a c c o u n t a n t c a n n o t m a k e v a l u a t i o n s , i t i s t r u e t h a t h e h a s
e x p e r i e n c e , w h i c h p u t s h i m i n t h e p o s i t i o n o f a p a r t i c u l a r l y w e l l - i n f o r m e d l a y m a n , s o f a r a s
e n g i n e e r i n g , e c o n o m i c a n d l e g a l f a c t s a r e c o n c e r n e d , m a k e s h i m a c o m p e t e n t c r i t i c o f s u c h v a l u a t i o n s
a n d s h o u l d e n a b l e h i m t o d e t e c t a n y t h i n g g r o s s l y o r s u b s t a n t i a l l y i n a c c u r a t e . '
6 4 1 H e n d e r s o n a n d P e i r s o n ( 2 0 0 0 , p 9 3 4 ) s u g g e s t ' E n t i t i e s c o u l d a l s o b e r e q u i r e d t o s p e c i f y t h e
o b j e c t i v e s o f t h e i r s o c i a l l y r e s p o n s i b l e a c t i v i t i e s a n d t h e e x t e n t t o w h i c h t h o s e a c t i v i t i e s a n d t h e c o s t s
i n c u r r e d i n i m p l e m e n t i n g t h e m h a v e a c h i e v e d t h e o b j e c t i v e s . H o w e v e r , c o n s i d e r a b l e r e s e a r c h i s n e e d e d
t o d e t e r m i n e t h e f e a s i b i l i t y o f m e a s u r i n g i n d o l l a r s t h e s o c i a l c o s t s a n d b e n e f i t s o f a n d e n t i t y ' s s o c i a l l y
r e s p o n s i b l e a c t i v i t i e s . ' ( S i m i l a r s e n t i m e n t s h a v e a p p e a r e d o v e r t h e y e a r s i n v a r i o u s e d i t i o n s . I n e a r l i e r
e d i t i o n s , h o w e v e r , r e f e r e n c e t o ' f i n a n c i a l s t a t e m e n t s ' i s f o u n d ) .
6 4 2 I n c l u d e d h e r e w e r e : T h e M a c r o A c c o u n t a n c y F u n c t i o n a n d R e q u i r e m e n t s ; A c c o u n t a n c y f o r
E c o n o m i c A n a l y s i s , P o l i c y a n d P l a n n i n g ; P r o j e c t ( F e a s i b i l i t y ) S t u d i e s ; N a t i o n a l E c o n o m i c P r o f i t a b i l i t y
M e a s u r e m e n t s ; A c c o u n t a n c y f o r C a p i t a l F o r m a t i o n ; D i r e c t i o n s i n G o v e r n m e n t a l A c c o u n t i n g .
6 4 3 I n c l u d e d h e r e w e r e : V a l u e - a d d e d I n f o r m a t i o n : A c c o u n t a n c y f o r P r i c e C h a n g e D a t a ; S o c i a l -
e c o n o m i c M e a s u r e m e n t s ; H u m a n R e s o u r c e I n f o r m a t i o n ; P r o j e c t e d a n d C a s h F l o w D a t a .
6 4 4 I n c l u d e d h e r e w e r e : N a t u r e a n d N e e d f o r E f f i c i e n c y a n d P r o d u c t i v i t y ; T h e M e a s u r e m e n t o f
P r o d u c t i v i t y ; T h e N e e d f o r D e c i s i o n - M a k i n g ( M a n a g e m e n t ) A c c o u n t i n g .
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E n t h o v e n ( P 8 ) p o i n t s o u t ' M a c r o a c c o u n t i n g ' 6 4 5 i s ' k n o w n a s e c o n o m i c , n a t i o n a l , o r
e v e n s o c i a l a c c o u n t i n g ' .
T h e t y p e o f r e p o r t i n g s o u g h t i n C O i n c l u d e s f i n a n c i a l r e p o r t i n g , b u t v a r i o u s
a r g u m e n t s h a v e d e v e l o p e d r e g a r d i n g a t e n s i o n f o u n d b e t w e e n c o n v e n t i o n a l a n d
f i n a n c i a l s t a t e m e n t s o v e r t i m e a n d c u r r e n t l y . F u r t h e r t e n s i o n s f o l l o w f r o m
i n t r o d u c t i o n o f e c o n o m i c a n d s o c i a l i s s u e s w i t h i n b o t h c o n v e n t i o n a l a c c o u n t i n g a n d
f i n a n c i a l s t a t e m e n t s .
H o w e v e r , e c o n o m i c o r s o c i a l p o s i t i o n a n d p e r f o r m a n c e s t a t e m e n t s a r e n o l o n g e r
r a d i c a l s u g g e s t i o n s . W o r k o n C F s f o r t h e s e r e p o r t s
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i s o n g o i n g b u t n e e d s t o b e
r e c o n c i l e d w i t h t h a t o f t h e f i n a n c i a l t y p e , a t a s k f o r t h o s e i n t e r e s t e d i n
i n t e r d i s c i p l i n a r y s t u d y . 6 4 7
6 . 4 . 2 A c c o u n t a b i l i t y a n d a c c o u n t i n g
T h e l e n g t h y h i s t o r y o f ' a c c o u n t i n g ' a n d t h e c o n c e p t o f a c c o u n t a b i l i t y w a s i n t r o d u c e d
i n C h a p t e r 2 . T w o i d e a s e m e r g e d - o n e o f a n a r r o w s t e w a r d s h i p o f t h e r e t u r n s i m p l y
o f t h e o r i g i n a l s t a k e . H e r e , t h e r e p o r t w o u l d s i m p l y s t a t e t h e ' p o s i t i o n ' o f t h e s t a k e ,
p e r h a p s w h e r e i t w a s p l a c e d a n d i t s e v e n t u a l r e t u r n . I n t h e s e c o n d , a b r o a d e r
s t e w a r d s h i p i s r e q u i r e d . B e i n g a c c o u n t a b l e f o r b o t h t h e o r i g i n a l ' s t a k e ' a n d u s e m a d e
o f t h e o r i g i n a l ' s t a k e ' , t h e a c c o u n t i n g i n c l u d e s t h e o r i g i n a l p o s i t i o n s t a t e m e n t , a n o t h e r
a t t h e e n d o f a g i v e n p e r i o d o f t i m e a n d f r o m t h e s e t w o s t a t e m e n t s , a c h a n g e i n
p o s i t i o n s t a t e m e n t o v e r t h a t p e r i o d i s d e d u c e d , a p e r f o r m a n c e s t a t e m e n t . D e p e n d i n g
o n w h e t h e r a n a c c r u a l o r a c a s h a p p r o a c h i s t a k e n i n t h e d e v e l o p m e n t o f t h e p o s i t i o n
s t a t e m e n t , t h e p e r f o r m a n c e s t a t e m e n t w i l l b e o f a p r o f i t / l o s s o r o f a c a s h
s u r p l u s / d e f i c i t t y p e .
T h e s i t u a t i o n , e s p e c i a l l y i n a n a d a p t i v e b u s i n e s s e n v i r o n m e n t , b e c o m e s , a s a r g u e d i n
t h e p r e v i o u s s u b - s e c t i o n , m o s t c o m p l e x . R e a s o n s f o r t h i s c o m p l e x i t y a r e m a n y a n d
v a r i e d . W i t h i n p o t e n t i a l m o d e l s o f C O , t h e v a r i o u s s t a k e h o l d e r s - d i r e c t o r s , o t h e r
m a n a g e m e n t , s h a r e h o l d e r s , d e b t p r o v i d e r s , l a b o u r , c u s t o m e r s , g o v e r n m e n t m e m b e r s
a n d t h e l i k e - a r e i n c o r p o r a t e d . A c h a i n o f r e l a t i o n s h i p s a m o n g t h e s e g r o u p s a n d t h e
n e e d t o m o n i t o r p o t e n t i a l t e n s i o n s a m o n g t h o s e p a r t i e s a r g u a b l y w a s a r e a s o n f o r t h e
' a c c o u n t i n g ' .
C h a m b e r s i n C o C o A w a s q u i t e a w a r e o f l i k e d e v e l o p m e n t s a s s h o w n i n p a r t b y t h e
t i t l e o f h i s m a i n w o r k ( 1 9 6 6 a ) : ' e c o n o m i c b e h a v i o u r ' w a s n a r r o w e d d o w n t o
' e v a l u a t i o n ' w h i c h i n t u r n w a s n a r r o w e d d o w n t o a p a r t i c u l a r ' a c c o u n t i n g ' . T h i s i s
c o n s i s t e n t w i t h t h e t i t l e o f h i s e a r l i e r t e x t ' A c c o u n t i n g a n d A c t i o n ' . A c c o u n t i n g w a s
c e r t a i n l y n o t s i m p l y t o p r o d u c e r e p o r t s t o b e r e a d b y a n o t h e r a c c o u n t a n t . H i s s y s t e m
6 4 5 W h i l e E n t h o v e n m a i n l y u s e s t h e t e r m ' a c c o u n t a n c y ' i n h i s m o n o g r a p h , h e o c c a s i o n a l l y l a p s e s i n t o
' a c c o u n t i n g ' . T h e t w o t e r m s a r e r e g a r d e d a s b e i n g s y n o n y m o u s f o r p u r p o s e s o f t h i s s t u d y .
6 4 6 T o o l e y ( 1 9 9 3 ) w r i t e s o f e c o n o m i c C F / m o d e l s ; B a t l e y & T o z e r ( 1 9 9 3 ) o f s o c i a l C F w o r k .
6 4 7 G e l l - M a n n ( p 9 ) f o r i n s t a n c e , s u g g e s t s h i s r e s e a r c h o n C A S s , u s i n g t h e m o d e r n i n t e r p r e t a t i o n o f
q u a n t u m m e c h a n i c s , s e e s s t e a d y p r o g r e s s b e i n g m a d e v i a i n t e r d i s c i p l i n a r y s t u d y a t h i s S a n t a F e
I n s t i t u t e .
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w a s c o n s i s t e n t w i t h s t e w a r d s h i p i n t h e b r o a d e r s e n s e a n d t h e d e c i s i o n - u s e f u l c r i t e r i o n
m e t i n C h a p t e r 5 a n d r e t u r n e d t o i n C h a p t e r 7 .
6 . 5 S u m m a r y a n d c o n c l u s i o n s
I n t h i s C h a p t e r , a c o n t e x t w i t h i n w h i c h C o C o A w a s d e v e l o p e d h a s b e e n d e s c r i b e d . I t
i n c l u d e d a s e r i e s o f c o r p o r a t e c o l l a p s e s / f a i l u r e s w h i c h i n t e r a c t e d w i t h a c c o u n t i n g ,
l e a d i n g t o a c o n t i n u a t i o n o f a s e r i e s o f t e n s i o n s . T h e c o n t e x t a l s o i n c l u d e d a s e r i e s o f
m e r g e r s / t a k e o v e r s w h i c h i n t e r a c t e d w i t h a c c o u n t i n g , l e a d i n g t o t e n s i o n s a m o n g
s e l e c t e d c o n s t i t u e n t s .
A r g u m e n t
6 . 1 1 T h e a c c o u n t a b i l i t y o f d i r e c t o r s / m a n a g e m e n t t o o t h e r s t a k e h o l d e r s w a s
q u e s t i o n e d .
6 . 1 2 D e b a t e o n t h e m e a n i n g o f a q u a l i t a t i v e s t a n d a r d l i k e t h e p h r a s e ' t r u e a n d f a i r
v i e w ' c o n t i n u e d .
6 . 1 3 T h e t e c h n i c a l i n t e r p r e t a t i o n o f a q u a l i t a t i v e s t a n d a r d w a s p r o m o t e d b y s o m e
a c c o u n t a n t s .
A r g u m e n t
6 . 2 1 T h e r o l e o f a c c o u n t i n g r e p o r t s i n a n y a c c o u n t a b i l i t y o f d i r e c t o r s w a s q u e s t i o n e d .
6 . 2 2 T h e u s e o f d a t e d f i g u r e s i n a c c o u n t i n g r e p o r t s w i t h t h e p o t e n t i a l t o m i s l e a d
i n v e s t o r s w a s q u e s t i o n e d .
6 . 2 3 T h e n e e d f o r s t a k e h o l d e r s t o r e c e i v e c o n t e m p o r a r y f i n a n c i a l d a t a i n r e p o r t s i f t o
b e u s e d i n d e c i s i o n - m a k i n g .
T h e p e r i o d s a w c o n t i n u e d t e n s i o n s o n c o n v e n t i o n a l a c c o u n t i n g r e p o r t s . A s e r i e s o f
i n s t i t u t i o n a l t e n s i o n s a l s o c o n t i n u e d . A m o v e b y t h e A u s t r a l i a n p r o f e s s i o n a w a y f r o m
r e l i a n c e o n U K t h o u g h t a n d p r a c t i c e b e g a n i n t h e 1 9 5 0 s . T h i s w a s p a r t l y f r o m
e x p e d i e n c y a s w e l l a s t h e g r o w i n g d o m i n a n c e o f U S A i n t e r e s t s v i a b o t h c o m m e r c i a l
a n d a c c o u n t i n g f i r m s i n A u s t r a l i a ( P a r k e r , 1 9 8 2 ) . 6 4 8
T h e m i n g l i n g o f c o n v e n t i o n a l a c c o u n t i n g , f i n a n c i a l , e c o n o m i c a n d s o c i a l i d e a s i s
e v i d e n t i n t h e C F p r o j e c t w h e r e t h e r e i s r e f e r e n c e t o e c o n o m i c b e n e f i t s a n d c o s t s i n
e c o n o m i c d e c i s i o n s f o r t h e a l l o c a t i o n o f r e s o u r c e s . T h i s r e s u l t s i n a m i s c o n c e p t i o n o f
t h e f u n c t i o n o f t h e s e d i s t i n c t t y p e s o f i n f o r m a t i o n .
A r g u m e n t
6 . 3 1 W h e t h e r a c c o u n t i n g i n p r i n c i p l e d i f f e r e d a m o n g t y p e s o f e n t i t i e s ( e s p e c i a l l y
b e t w e e n c o r p o r a t i o n s a n d i n d i v i d u a l s ) w a s d e b a t e d .
6 . 3 2 W h e t h e r t e r m i n o l o g y w a s t o d i f f e r a m o n g t y p e s o f e n t i t i e s .
6 . 3 3 T h e v a r i a b i l i t y o f G A A P a n d s e l e c t e d p r a c t i c e s i n a c c o u n t i n g c o n t i n u e d t o c a u s e
c o n c e r n .
6 . 3 4 H o w w e r e r e l a t e d p r i n c i p l e s / s t a n d a r d s / r u l e s t o b e d e v e l o p e d ?
6 . 3 5 W h o w a s t o d e v e l o p t h o s e p r i n c i p l e s / s t a n d a r d s / r u l e s ?
6 . 3 6 W h e t h e r a n d h o w c o n t e m p o r a r y m o n e t a r y a m o u n t s o f a s s e t s m i g h t b e
i n c o r p o r a t e d .
6 4 8 B i r k e t t a n d W a l k e r ( 1 9 7 1 , p l O I ) a r g u e t h a t t h i s i n f l u e n c e b e g a n i n 1 9 3 8 w i t h a c a d e m i c i n p u t f r o m
w r i t e r s l i k e F i t z g e r a l d ( 1 9 4 9 ) . A s p o i n t e d o u t e a r l i e r , i n t h e I 9 7 0 s , a c o n v e r g e n c e w i t h U S A
a p p r o a c h e s w a s f o r m a l i s e d b y A A R F .
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6 . 3 7 W h e t h e r a n d h o w t o i n c o r p o r a t e c h a n g e s i n t h e s e c o n t e m p o r a r y m o n e t a r y
a m o u n t s i n d e t e r m i n i n g i n c o m e .
6 . 3 8 W h e t h e r a n d h o w t o i n c o r p o r a t e c h a n g e s i n p r i c e l e v e l s i n g e n e r a l i n
d e t e r m i n i n g i n c o m e .
A r g u m e n t
6 . 4 1 W h e t h e r a n d h o w c o n t e m p o r a r y m o n e t a r y a m o u n t s o f l i a b i l i t i e s m i g h t b e
i n c o r p o r a t e d .
I n d e v e l o p i n g C o C o A , C h a m b e r s o f t e n d e m o n s t r a t e d t h e i n c o n s i s t e n c i e s b e t w e e n e x
p o s t a n d e x a n t e v a l u a t i o n . L i n k s t o U S A i n t e r e s t s w o u l d a l s o b e s e e n i n t h e
d e v e l o p m e n t o f v a r i o u s C F p r o j e c t s . A n a l y s i s t h e r e o f i s p r o v i d e d i n t h e n e x t c h a p t e r .
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C h a p t e r 7 C o n c e p t u a l F r a m e w o r k P r o j e c t s a n d O t h e r D i v e r s i o n s
T r a v e l , d i s c o u r s e w i t h p r o f e s s i o n a l s a n d a c a d e m i c s a r o u n d t h e w o r l d , a n d a
p e r e n n i a l i n t e r e s t i n t h e f l a w s a n d i n f e l i c i t i e s o f a c c o u n t i n g p r a c t i c e , m a k e i t p l a i n
t h a t o v e r f o r t y y e a r s p r a c t i c e a n d p r o f e s s i o n a l d o c t r i n e h a d b e c o m e m o r e
c o n v o l u t e d , l e s s s y s t e m i c , m o r e q u e s t i o n a b l e , l e s s s e r v i c e a b l e , m o r e
o p p o r t u n i s t i c , l e s s o r d e r l y . A n d i n c r e a s i n g l y t h e b u l k o f c r i t i c i s m f r o m w i t h i n t h e
p r o f e s s i o n : f r o m a c a d e m i c s , f r o m t h e c o u r t s , f r o m g o v e r n m e n t a l i n q u i r i e s , f r o m
i n v e s t o r s , c r e d i t o r s , s e c u r i t y a n a l y s t s a n d o t h e r s . A l l o f t h a t w a s e n t i r e l y
p r e d i c t a b l e . A c o l l e a g u e i n t h e U . S . [ B o b S t e r l i n g ] w h o t h i r t y y e a r s a g o h a d
r e a c h e d t h e s a m e c o n c l u s i o n s a s I o n t h e p r o s p e c t o f o u r u p - t o - d a t e a n d r e a l i s t i c
a c c o u n t i n g h a s h a d a l l t h e s a m e k i n d s o f e x p e r i e n c e s a s I - p o p u l a r i t y a s a
l e c t u r e r t o s t u d e n t s , a c a d e m i c s a n d p r o f e s s i o n a l s b u t r e j e c t i o n o f t h e t h r u s t o f o u r
m a i n i n t e r e s t i n t h e a d v a n c e m e n t a n d r e c o n s t r u c t i o n o f p r a c t i c e .
C h a m b e r s , ( 2 0 0 0 , p 3 2 S )
7 . 1 I n t r o d u c t i o n
I n C h a p t e r I , t h e c o n c e p t u a l f r a m e w o r k ( C F ) p r o j e c t i n A u s t r a l i a w a s i n t r o d u c e d . I n
C h a p t e r s 3 t o 5 , t h e n e e d f o r t h e d i s c l o s u r e o f f i n a n c i a l i n f o r m a t i o n a s p a r t o f C G w a s
a r g u e d . H o w e v e r , o v e r t i m e t h a t d i s c l o s u r e h a s b e e n c h a l l e n g e d , e s p e c i a l l y b y
m a n a g e m e n t w i t h w h o m t h e a c c o u n t i n g p r o f e s s i o n h a d s o m e s y m p a t h y . T h e
a c c o u n t i n g p r o f e s s i o n r e s p o n d e d w i t h c o n v e n t i o n a l a c c o u n t i n g - w h a t w a s a r g u e d
e a r l i e r t o b e t h e p r o d u c t o f t h e M a y l e g a c y . I n t u r n , t h e q u a l i t y o f t h a t d i s c l o s u r e w a s
c h a l l e n g e d . T i m e a n d e f f o r t w e r e s p e n t t o s u p p l a n t t h e i n p u t - d o m i n a t e d a p p r o a c h
t a k e n i n c o n v e n t i o n a l a c c o u n t i n g ( s e e C h a p t e r 6 ) w i t h a m o r e o u t p u t - o r i e n t e d
a p p r o a c h .
T h e i n a b i l i t y o f c o n v e n t i o n a l a c c o u n t i n g t o m e e t s p e c i f i e d n e e d s ( o t h e r t h a n b y
c h a n c e ) l e d t o v a r i o u s t e n s i o n s i n r e p o r t i n g . S o m e v i e w e d t h e f u n c t i o n o f a c c o u n t i n g
( a n d a c c o u n t a n t s ) a s b e i n g m u c h b r o a d e r t h a n a n a r r o w r e c o r d - k e e p i n g t o e n s u r e a
r e p o r t o n a c u s t o d i a l s t e w a r d s h i p . S o m e a r g u e d t h a t a r e p o r t b y a s t e w a r d ( o r a g e n t )
r e q u i r e d a n i n t e r p r e t a t i o n i n w h i c h c u s t o d y a n d t h e u s e o f t h e r e s o u r c e - a b r o a d e r
s t e w a r d s h i p . O t h e r s o b s e r v e d t h a t a c c o u n t i n g w a s t o p r o v i d e f i n a n c i a l , e c o n o m i c a n d
s o c i a l i n f o r m a t i o n f o r d e c i s i o n - m a k i n g . T h a t b e i n g t h e c a s e , d i f f e r e n t , t h o u g h r e l a t e d ,
C F s w o u l d e m e r g e .
H o w e v e r , o f f i c i a l p r i n c i p l e s / s t a n d a r d s / r u l e s s t i l l w e r e n o t p r o d u c i n g q u a l i t y
a c c o u n t i n g i n f o r m a t i o n .
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W h i l e t h e u n d e r l y i n g i n f r a s t r u c t u r e i s a n i m p o r t a n t p a r t o f
a n y g o v e r n a n c e , i n f o r m a t i o n a n d i t s q u a l i t y r e q u i r e a u n i f y i n g p h i l o s o p h y . 6 5 0
6 4 9 D e a n ( 2 0 0 3 , p i i i ) p r o v i d e s a s u m m a r y , ' A d d i n g u r g e n c y . . . i s t h e . . . s p a t e o f u n e x p e c t e d l a r g e
c o r p o r a t e c o l l a p s e s a n d t h e r e v e a l e d u n s e r v i c e a b l e a c c o u n t i n g d a t a t h a t h a v e p r e c e d e d ( o f t e n v e r y
c l o s e t o ) t h o s e c o l l a p s e s . T h i s r e q u i r e s a n u r g e n t a u t o p t i c r e v i e w o f t h e f u n d a m e n t a l p r i n c i p l e s ( n o t
s i m p l y t h e " r u l e s " ) o f a c c o u n t i n g . S u c h a r e v i e w i s u n l i k e l y t o o c c u r b a s e d o n t h e p u b l i c r e s p o n s e s t o
t h e c u r r e n t " c r i s i s i n a c c o u n t i n g " . R e s p o n s e s t o d a t e h a v e f o c u s e d o n t h e i n f r a s t r u c t u r e t h a t u n d e r g i r d s
s p e c i f i c a l l y t h e a c c o u n t i n g s t a n d a r d s s e t t i n g p r o c e s s a n d t h e p r o c e s s o f c o r p o r a t e g o v e r n a n c e
g e n e r a l l y . '
6 5 0 H u s b a n d ( 1 9 5 4 , p 4 ) , ' I t i s n o t p o s s i b l e t o b u i l d a s a t i s f a c t o r y s u p e r s t r u c t u r e , t o m a i n t a i n a s t r o n g
p o s i t i o n i n t h e s c h e m e o f t h i n g s , n o r t o m e e t i n f u l l a n d r e a s o n a b l e m a n n e r t h e c h a l l e n g e t o e x p a n d o u r
f r o n t i e r s w i t h o u t b a s i c a l l y u n i f y i n g p h i l o s o p h y a n d t h r o u g h u n d e r s t a n d i n g o f t h i s p h i l o s o p h y . W h a t w e
d o m u s t r e s t u p o n a s o u n d b a s i s a n d m u s t p r o c e e d w i t h k n o w l e d g e o f t h a t b a s i s . '
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R e c a l l f r o m C h a p t e r 1 t h a t G e l l - M a n n ( 1 9 9 4 ) p o i n t e d o u t t h a t a t s o m e p o i n t o f
d e v e l o p m e n t o f a n e w s y s t e m , r e s e a r c h e r s w o u l d s e e p a r a d o x e s i n e i t h e r
a ) t h e p r e s e n t e s t a b l i s h e d t h e o r y , o r
b ) t h e w a y s t h i n g s w e r e d o n e .
C h a m b e r s c e r t a i n l y q u e s t i o n e d t h e t h e n c o n v e n t i o n a l w i s d o m , l e a d i n g e v e n t u a l l y t o
t h e d e v e l o p m e n t a n d l a t e r r e f i n e m e n t o f C O C O A .
6 5 1
W h y w a s C o C o A n o t s e e n
( p e r h a p s i n p a r t ) 6 5 2 t h e a n s w e r ?
C h a n g e s i n a n d f r o m c o n v e n t i o n a l a c c o u n t i n g c o n t i n u e . T h e r a t e o f c h a n g e h a s b e e n
s l o w , a s t h e h i s t o r y o f C F p r o j e c t s r e v e a l s . I n d e e d , t h e p r e m a t u r e o b i t u a r y o f
c o n v e n t i o n a l a c c o u n t i n g a p p e a r s r e g u l a r l y . T h e s t r u c t u r e o f t h i s c h a p t e r i s b u i l t
a r o u n d t h e C F p r o j e c t s w h i c h b e g a n i n t h e e a r l y 1 9 7 0 s . F i r s t , C h a m b e r s ' r o l e i n e a r l y
w o r k o n t h a t p r o j e c t i n A u s t r a l i a i s a n a l y s e d ( 7 . 2 ) . I t i s s h o w n t h a t C h a m b e r s h a d
d i r e c t a n d i n d i r e c t ( v i a h i s w r i t i n g s ) i n f l u e n c e s o n t h e d e v e l o p m e n t o f t h a t C F . T h e
C F i n A u s t r a l i a i s r e v i e w e d w i t h i n t h e c o n t e x t o f i s s u e s a n d p r o p o s i t i o n s i d e n t i f i e d i n
C h a p t e r 1 . T h i s i s f o l l o w e d b y a n a n a l y s i s o f s i m i l a r w o r k c a r r i e d o u t a t t h e
i n t e r n a t i o n a l l e v e l . N e x t , s o c i a l a c c o u n t i n g i s e x a m i n e d ( 7 . 3 ) . F i n a l l y , a s u m m a r y i s
p r o v i d e d ( 7 . 4 ) .
7 . 2 T h e C o n c e p t u a l F r a m e w o r k P r o j e c t s o f t h e 1 9 7 0 s e t s e q
A s p o i n t e d o u t i n C h a p t e r 6 , w o r k b e g a n i n t h e U S A i n t h e l a t e 1 9 6 0 s w h i c h s o u g h t t o
c h a n g e t h e t h e n i n p u t - d o m i n a t e d a p p r o a c h . A n e a r l y w o r k w a s t h a t o f t h e T r u e b l o o d
C o m m i t t e e ( 1 9 7 3 ) . I n 1 9 7 1 , C h a m b e r s ( C h a m b e r s & D e a n , 1 9 8 6 , p 3 4 l - 3 4 9 )
s u b m i t t e d t o t h e A I C P A a r e s p o n s e . T h i s w a s t h e b a s i s f o r a l a t e r p u b l i c a t i o n
( C h a m b e r s , 1 9 7 4 a ) .
T h e F A S B ' s D i s c u s s i o n M e m o r a n d u m ( 1 9 7 6 ) f o l l o w e d . I n 1 9 7 6 , C h a m b e r s r e f i n e d
h i s ' O b j e c t i v e s ' p a p e r w h i c h p r o v i d e d a b a s i s f o r s e v e r a l w o r k s ( i n c l u d i n g C h a m b e r s ,
1 9 7 6 a ) . C o m p l e m e n t a r y w o r k s o n C F p r o j e c t s w e r e t o f o l l o w i n o t h e r c o u n t r i e s . I n
t h e A n g l o - A m e r i c a n s e c t o r , t h e s e i n c l u d e d S t a m p ( 1 9 8 0 ) i n C a n a d a
6 5 3
a n d M a c v e
( 1 9 8 1 ) i n t h e U K . S t a m p ( 1 9 8 2 ) c o m m e n t e d o n b o t h t h e U S A a n d t h e U K w o r k s .
K e y c o n t r i b u t i o n s f r o m t h e U S A i n c l u d e d ( s e e 6 . 2 . 1 ) A P B S t a t e m e n t N o . 4 ( 1 9 7 0 ) .
H e n d e r s o n a n d P e i r s o n ( 1 9 8 8 , p 4 ) n o t e t h i s b e c a m e t h e U S A p r o f e s s i o n ' s C F u n t i l i n
1 9 7 3 t h e A P B w a s r e p l a c e d b y t h e F A S B ( L i t k e , 1 9 7 3 ; 1 9 7 4 ) . T h e l a t t e r w a s t o b e
6 5 1 I n a n a n a l y s i s o f t h a t t h e o r y a n d i t s d e v e l o p m e n t ( r a n g i n g f r o m s a y t h e l a t e 1 9 4 0 s t h r o u g h
' B l u e p r i n t . . . ' i n t h e 1 9 5 0 s a n d ' A E & E B ' i n t h e 1 9 6 0 s t o ' A n A c c o u n t i n g T h e s a u r u s ' i n t h e 1 9 9 0 s ) ,
o n e c a n n o t b e a n y t h i n g b u t i n t r i g u e d b y t h e w i d e r a n g i n g n a t u r e o f h i s r e a d i n g s a n d t h e r e f e r e n c e s u s e d
a s s u p p o r t f o r t h a t t h e o r y .
6 5 2 P e r h a p s t h i s i s a l r e a d y o c c u r r i n g a s s t a n d a r d - s e t t e r s p r o p o s e m e a s u r i n g s e l e c t e d a s s e t s a n d l i a b i l i t i e s
a t e x i t p r i c e ( o f t e n a s a p r o x y f o r f a i r v a l u e ) a s p a r t o f t h e m o v e m e n t a w a y f r o m h i s t o r i c a l c o s t . I n
A u s t r a l i a , M i l l e r ( 2 0 0 0 , p 2 ) a n d M i l l e r & L o f t u s ( 2 0 0 0 , p 7 ) r e f e r t o t h e a s t o n i s h i n g e x t e n t o f t h e
' c u r r e n t v a l u e c r e e p ' , i n c l u d i n g e x i t p r i c e m e t h o d s . T h i s i s f u r t h e r d i s c u s s e d i n C h a p t e r s 8 & 9 . I n
U S A , F A S B ( 2 0 0 4 ) d i s t r i b u t e d a ' F a i r V a l u e M e a s u r e m e n t ' E x p o s u r e D r a f t . T h i s w a s f o l l o w e d b y
F A S B ( 2 0 0 6 , J a n u a r y ) P r o p o s e d S t a t e m e n t o f F i n a n c i a l o f F i n a n c i a l A c c o u n t i n g S t a n d a r d s ' T h e F a i r
V a l u e O p t i o n f o r F i n a n c i a l A s s e t s a n d F i n a n c i a l L i a b i l i t i e s ' .
6 5 3 P a r k e r ( 1 9 8 2 , p 4 2 9 ) c o m m e n t s , ' N o t e t h a t S t a m p ' s p o i n t s a r e m a i n l y p o l i t i c a l a n d s o c i a l r a t h e r t h a n
e c o n o m i c a n d c o m m e r c i a l . '
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f o r m a l l y i n d e p e n d e n t o f t h e a c c o u n t i n g p r o f e s s i o n a s a n e w s t a n d a r d s e t t i n g b o d y .
W o r k c o m m e n c e d i m m e d i a t e l y o n t h e d e v e l o p m e n t o f a c o n c e p t u a l f r a m e w o r k . f "
S o m e l i k e M o s t ( 1 9 8 4 , p 3 0 ) r e m a i n e d c r i t i c a l o f t h e a c c o u n t i n g s t a n d a r d - s e t t i n g
b o d i e s b e i n g d o m i n a t e d b y f i n a n c i a l a c c o u n t a n t s w h o , l i k e e a r l y a c c o u n t i n g t e x t b o o k
w r i t e r s , d i s p l a y e d e i t h e r i g n o r a n c e o r d i s r e g a r d o f c o s t a c c o u n t i n g .
6 5 5
H e a n a l y s e d t h e
m o v e f r o m t h e C A P t o A P B t o F A S B t o h i g h l i g h t t h e c o m p o s i t i o n o f t h e v a r i o u s
b o d i e s . T h a t o f t h e f i r s t s h o w e d s u c h d o m i n a t i o n . T h a t o f t h e A P B , w h i l e t o o s o
d o m i n a t e d , d i d i n c l u d e r e p r e s e n t a t i v e s o f i n d u s t r y , g o v e r n m e n t , a n d a c a d e m e . I n d e e d ,
M o s t c o n c l u d e d t h a t i n t h e s e e a r l y y e a r s o f t h e A P B ' s s t a n d a r d - s e t t i n g p r o c e s s , a
m a n a g e r i a l v i e w p o i n t t e n d e d t o d o m i n a t e . T h e r e l a t i v e l y s m a l l s e v e n m e m b e r b o a r d
o f t h e F A S B m a i n t a i n s t h e d o m i n a t i o n b y f m a n c i a l a c c o u n t a n t s w i t h o u t m u c h b r e a d t h
o f r e p r e s e n t a t i o n . H e u s e d a n a n a l y s i s o f s e l e c t e d s t a t e m e n t s t o c o n c l u d e a l a c k o f
i n c l u s i o n o f c o s t a c c o u n t i n g a n d b y i m p l i c a t i o n m a n a g e m e n t i s s u e s .
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T h e C F p r o j e c t i n t h e U S A p r o c e e d e d s l o w l y , t h e r e f o r e d r a w i n g c r i t i c i s m ( M i l l e r &
R e d d i n g , 1 9 8 8 , p i 0 8 ) . A t o n e s t a g e i t w a s t h o u g h t t h e F A S B m a y a b a n d o n t h e p r o j e c t
a s M i l l e r ( 1 9 9 0 ) c l a i m e d . A r g u a b l y , t h e S E C w o u l d v i e w t h i s a s a s e r i o u s f a i l u r e , s o
F A S B c o n t i n u e d w i t h t h e p r o j e c t . A n e e d t o r e v i s i t ( F A S A C , 2 0 0 4 a , p 6 - 7 ) w a s b a s e d
o n ,
• m o s t o f t h e C F b e i n g d e v e l o p e d t w e n t y o r m o r e y e a r s a g o ,
• C F n o t k e e p i n g u p w i t h c h a n g i n g t i m e s a n d b u s i n e s s p r a c t i c e s ,
• c o n s i s t e n c i e s w i t h i n t h e C F n e e d i n g t o b e e l i m i n a t e d ,
• s e l e c t e d p l a n n e d w o r k n o t b e i n g c o m p l e t e d , a n d
• a m o v e t o w a r d s ' p r i n c i p l e s - b a s e d ' a c c o u n t i n g s t a n d a r d s .
H o w e v e r , i n A u s t r a l i a , t h e p e r i o d 1 9 7 6 - 1 9 8 3 w a s o n e i n w h i c h v a r i o u s i s s u e s o f
C F s w e r e d e b a t e d . C h a m b e r s a n d h i s w r i t i n g s p r o v i d e d m a j o r i n p u t s .
7 . 2 . 1 I n s i g h t s f r o m T h e C o l l e c t i o n
I n 1 9 7 6 , C h a m b e r s w a s a m e m b e r o f t h e J o i n t S t a n d i n g C o m m i t t e e ( J S C ) w h i c h
c o m p r i s e d t h e E x e c u t i v e C o m m i t t e e s o f t h e t w o p r o f e s s i o n a l a c c o u n t i n g b o d i e s i n
A u s t r a l i a . T h e J S C w a s t h e b o d y t o w h i c h t h e A u s t r a l i a n A c c o u n t i n g R e s e a r c h
F o u n d a t i o n ( A A R F ) w a s a c c o u n t a b l e . A A R F c o m p r i s e d a n A d m i n i s t r a t i v e
C o m m i t t e e , a n A c c o u n t i n g S t a n d a r d s B o a r d ( A c S B ) , a n A u d i t i n g S t a n d a r d s B o a r d , a
L e g i s l a t i v e R e v i e w C o m m i t t e e a n d a T a x a t i o n C o m m i t t e e . ( S e e A A R F C o n s t i t u t i o n ,
U S A P 2 0 2 , B o x 8 2 , # 1 1 2 3 9 ) .
I n 1 9 8 1 , C h a m b e r s a c c e p t e d t h e i n v i t a t i o n ( # 1 1 2 3 9 ) t o b e a m e m b e r o f t h e A c S B , h i s
t e r m b e i n g u n t i l D e c e m b e r 1 9 8 3 . H e w o u l d t h e r e f o r e r e c e i v e v a r i o u s m a t e r i a l s f r o m
6 5 4 N o b e s a n d P a r k e r ( 1 9 8 6 , p 2 3 ) n o t e d ' t h e n e e d f o r a c o n c e p t u a l f r a m e w o r k w a s o n e o f t h e p r i m a r y
c o n s i d e r a t i o n s i n t h e s t u d i e s t h a t l e d t o t h e e s t a b l i s h m e n t o f t h e F A S B . '
6 5 5 S e e J o h n s o n & K a p l a n ( 1 9 8 7 ) a n d M u r r a y ( 1 9 8 9 ) .
6 5 6 M o s t ( 1 9 8 4 , p 3 1 ) f o u n d ' t h e e n t i r e t h r u s t o f t h e F A S B ' s s t a n d a r d s o n a c c o u n t i n g f o r c h a n g i n g
p r i c e s i g n o r e s t h e s o p h i s t i c a t e d r e s p o n s e s t o t h i s p r o b l e m d e v e l o p e d b y m a n a g e m e n t a c c o u n t a n t s o v e r
t h e p a s t h a l f c e n t u r y . ' A s w e l l , m a n y o f t h o s e h a d b e e n d e v e l o p e d i n E u r o p e a n , n o n - A n g l o - S a x o n
c o u n t r i e s .
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t h e A A R F . T h e A c S B w a s c h a i r e d b y R G L e e , S e n i o r P a r t n e r , P r i c e W a t e r h o u s e &
C o . M a n y v a r i e d i s s u e s w e r e c a n v a s s e d , r a n g i n g f r o m w h e t h e r a n A u s t r a l i a n v e r s i o n
o f t h e F A S B C F w a s r e q u i r e d t h r o u g h w h o s h o u l d d e v e l o p t h e f r a m e w o r k t o m o r e
t e c h n i c a l m a t t e r s l i k e t h o s e o f m e a s u r e m e n t . T h e t e c h n i c a l s t a f f o f t h e A A R F
r e s e a r c h i n g t h e i s s u e s o f a n A u s t r a l i a n C F i n c l u d e d K M S t e v e n s o n .
I n A u g u s t ( U S A P 2 0 2 , B o x 8 2 , # 1 1 2 4 0 ) , S t e v e n s o n p r e p a r e d t w o p a p e r s ( 1 9 8 1 a n d
1 9 8 I a ) . T h e f i r s t i n c l u d e d t h e s t r u c t u r e o f t h e A A R F ( a s p e r t h e C o n s t i t u t i o n r e f e r r e d
t o a b o v e ) . A t t h a t s t a g e , o f t h e t e c h n i c a l s t a f f o f s i x , f o u r w e r e w o r k i n g o n A c S B
m a t t e r s , o n e o n A u d i t m a t t e r s a n d o n e o n t h e m a t t e r s o f t h e o t h e r c o m m i t t e e s . T h i s
w e i g h t i n g m a y b e s e e n a s i n d i c a t i v e o f e m p h a s i s i n A A R F o n A c S B m a t t e r s . A
r e f e r e n c e i s m a d e ( S t e v e n s o n , 1 9 8 1 , p 7 ) t o w o r k b e i n g c a r r i e d o u t b y t h e F A S B i n t h e
c o n t e x t o f c u r r e n c y t r a n s l a t i o n a n d r e p o r t i n g . 6 5 7
C r i t i c i s m s s h o u l d o f c o u r s e b e s e e n i n t h e c o n t e x t o f t h a t t i m e . F l u c t u a t i o n s i n i n c o m e
w e r e t o b e a v o i d e d ( e a r l i e r t i m e s r e f e r r e d t o a s ' i n c o m e s m o o t h i n g ' , b u t t o d a y
r e f e r r e d t o a s ' e a r n i n g s m a n a g e m e n t ' ) , d a t a r e p o r t e d d e p e n d i n g o n w h a t w a s s e e n a s
' e c o n o m i c r e a l i t y ' . R e p o r t i n g o f f o r e i g n s u b s i d i a r i e s a n d h e d g e s w e r e t o p i c a l i s s u e s .
S t e v e n s o n ( l 9 8 I a ) m a d e m u c h u s e o f C h a m b e r s ' w r i t i n g s , i n c l u d i n g e x c h a n g e s
b e t w e e n G e r b o t h ( 1 9 7 2 a n d 1 9 7 3 ) a n d C h a m b e r s ( I 9 7 3 a ) . F r o m t h i s e x c h a n g e ,
S t e v e n s o n a d o p t e d t h e a r g u m e n t o f a d i s t i n c t i o n b e t w e e n t h e t a k i n g o f
• a n i n c r e m e n t a l a p p r o a c h , a n d
• a c o m p r e h e n s i v e o n e .
G e r b o t h s u g g e s t e d t h e f o r m e r , C h a m b e r s t h e l a t t e r .
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S t e v e n s o n a r g u e d ( P 7 ) , ' T h e o n l y c h o i c e o p e n t o a n i n v o l v e d s t a n d a r d - s e t t e r i s
b e t w e e n s t r a t e g i e s l e a d i n g t o v a r y i n g d e g r e e s o f c o m p r e h e n s i v e n e s s . ' H o w e v e r , h e
d i d a c c e p t C h a m b e r s ( I 9 7 3 a , p 4 9 ) a r g u m e n t a s t o t h e
f o u r a s p e c t s o f a d v a n c i n g a c c o u n t i n g p r a c t i c e :
( 1 ) d i s c u s s i n g w h a t i s w r o n g o r d e f e c t i v e i n p r e s e n t p r a c t i c e ;
( 2 ) k n o w i n g ( o r d i s c o v e r i n g ) h o w t h i n g s o r a c t i o n s a r e r e l a t e d t o o n e
a n o t h e r , a n d h o w s y m b o l s o f t h i n g s a r e r e l a t e d t o t h i n k i n g a n d
a c t i n g ;
( 3 ) d e v i s i n g r u l e s w h i c h w i l l l e a d t o s y m b o l s w h i c h a r e u s e f u l o r f r u i t f u l i n
t h e p r o c e s s o f t h i n k i n g a b o u t f i n a n c i a l m a t t e r s ; a n d
( 4 ) c o n v i n c i n g o t h e r s t h a t t h e r u l e s a r e e f f i c a c i o u s o r i m p o s i n g t h o s e r u l e s
o n o t h e r s .
6 S 7 S t e v e n s o n ( 1 9 8 1 , p 7 ) , ' M o r e s p e c i f i c a l l y , t h e O . S . s t a n d a r d w a s c r i t i c i s e d f o r c a u s i n g s i z e a b l e b u t
m e a n i n g l e s s f l u c t u a t i o n s i n i n c o m e , f o r g e n e r a t i n g d a t a t h a t d i d n o t g e l w i t h e c o n o m i c r e a l i t y , f o r
u p s e t t i n g f i n a n c i a l r e l a t i o n s h i p s i n t h e a c c o u n t s o f f o r e i g n o p e r a t i o n s u p o n t r a n s l a t i o n a n d f o r i g n o r i n g
e f f e c t i v e h e d g e s i t u a t i o n s . '
6 5 8 S t e v e n s o n c o n t i n u e d ( p 3 ) , ' I t w o u l d b e e v e n m o r e s u p e r f i c i a l t o s u g g e s t t h a t C h a m b e r s w a s
v i n d i c a t e d i n h i s v i e w s b y t h e m o u n t i n g o f t h e c o n c e p t u a l f r a m e w o r k p r o j e c t b y t h e F A S B . '
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S t e v e n s o n s a w d i f f i c u l t i e s a n d l i m i t a t i o n s a r i s i n g .
6 5 9
A t i s s u e h e r e w a s w h e t h e r
b u r e a u c r a t i c t e n d e n c i e s , a l o n g w i t h t h e p r e s s u r e s o f d e a l i n g w i t h ' t o d a y ' s p r o b l e m ' ,
w o u l d p r o d u c e l o g i c a l l y c o n s i s t e n t s t a n d a r d s , p e r h a p s o n l y b y c h a n c e . S t e v e n s o n
a r g u e d f o r t h e c o n t i n u e d u s e o f c o n v e n t i o n a l a c c o u n t i n g ( w i t h t h e M a y c l a i m t o
' e d u c a t e ' u s e r s o f l i m i t a t i o n s ) r a t h e r t h a n a n e w m o d e 1 .
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T h i s a p p r o a c h w a s n o t t h a t o f C h a m b e r s w h o s o u g h t a c o m p r e h e n s i v e c h a n g e ,
i n c l u d i n g t h e a d o p t i o n o f C o C o A . P e r h a p s n o t s u r p r i s i n g l y , S t e v e n s o n ( P 8 ) , t o
s u p p o r t h i s a p p r o a c h , t u r n e d t o C h a m b e r s ( 1 9 7 9 a ) , a r g u i n g , ' . . . C h a m b e r s h a s
a c k n o w l e d g e d t h a t a l e s s t h a n p e r f e c t a p p r o a c h i s i n o r d e r , a s l o n g a s i t i s o n e o f " t r i a l
a n d e r r o r - e l i m i n a t i o n " a n d n o t " t r i a l a n d e r r o r - a c c r e t i o n " . '
S t e v e n s o n ( P 8 ) c o n c l u d e d , ' W h a t I a m s u g g e s t i n g i s t a n t a m o u n t t o t h e f i r s t t w o
a s p e c t s o f a d v a n c i n g a c c o u n t i n g p r a c t i c e s u g g e s t e d b y C h a m b e r s . ' C h a n g e w o u l d b e
g r a d u a l r a t h e r t h a n a m a j o r r e v o l u t i o n . C h a m b e r s ' C o p e r n i c a n R e v o l u t i o n ( 1 9 6 6 a ,
p 3 7 3 - 3 7 6 ) a n d t h e K u h n - r e l a t e d c o n s e q u e n c e s C h a m b e r s s a w n e c e s s a r y w o u l d n o t b e
t h e p r e f e r r e d a p p r o a c h i n t h e A u s t r a l i a n C F p r o j e c t .
W h i l e a r g u a b l y t h e s t a t u s q u o o f c o n v e n t i o n a l a c c o u n t i n g w a s t o c o n t i n u e , S t e v e n s o n
( P 8 ) d i d c a u t i o n ,
I n c i d e n t a l l y , I t h i n k t h a t a n e x p l i c i t s t r a t e g y w h i c h s h o u l d b e a d o p t e d i s o n e o f
l e a r n i n g a s m u c h a s p o s s i b l e f r o m t h e A m e r i c a n e x p e r i e n c e . T h i s w o u l d
i n c l u d e s e r i o u s i n v e s t i g a t i o n o f t h e t y p e s o f c r i t i c i s m o u t l i n e d p r e v i o u s l y i n
r e s p e c t o f t h e F A S B ' s w o r k o n o b j e c t i v e s . A s i s o f t e n s a i d , u n l e s s w e l e a r n
f r o m h i s t o r y , w e a r e d o o m e d t o r e p e a t i t s m i s t a k e s .
O f c o u r s e , C h a m b e r s ( 1 9 8 0 a ) a n d o t h e r s ( f o r e x a m p l e , C l a r k e e t a l , 1 9 9 7 , 2 0 0 3 )
w o u l d a r g u e t h a t a c c o u n t i n g s t a n d a r d s e t t i n g a t b e s t l o o k e d a t t h e w r o n g ' h i s t o r y ' o r
a t w o r s t , d i d n o t l e a r n a t a l l f r o m h i s t o r y .
M e m b e r s o f t h e A c S B w e r e s e n t ( U S A P 2 0 2 , B o x 8 2 , # 1 1 2 3 4 ) a p a p e r b y G r e e n w o o d
( 1 9 8 1 ) , a m e m b e r o f t h e N a t i o n a l C o m p a n i e s a n d S e c u r i t i e s C o m m i s s i o n ( N C S C ) .
C o v e r e d w e r e i s s u e s m e t i n S t e v e n s o n a b o v e , a s w e l l a s n e w o n e s . G r e e n w o o d ( P 1 3 )
r a i s e d t h e i s s u e o f t h e r o l e o f t h e p r o f e s s i o n i n t h e d e v e l o p m e n t o f t h e f r a m e w o r k . i ' "
6 5 9 S t e v e n s o n ( p 7 - S ) , ' . . . t h a t t h e a c c o u n t i n g p r o f e s s i o n i n A u s t r a l i a r u n s a s e r i o u s r i s k o f f a i l u r e i n i t s
a t t e m p t s t o d e v i s e m e a n i n g f u l a c c o u n t i n g s t a n d a r d s i f i t c o n t i n u e s t o b e p r e o c c u p i e d w i t h i n s t i t u t i o n a l ,
p r o c e d u r a l a n d a d h o c t o p i c a l c o n s i d e r a t i o n s . T h o s e a s p e c t s h a v e t h e i r p l a c e , b u t a r e n o t o f p a r a m o u n t
i m p o r t a n c e . '
6 6 0 S t e v e n s o n ( p S ) , ' A n o t h e r l i m i t a t i o n i n d e s i g n w o u l d b e , a t t h i s s t a g e , t o a v o i d t h e a t t i t u d e t h a t t h e
f r a m e w o r k w o u l d , o r s h o u l d , j u s t i f y s e l e c t i o n o f a p a r t i c u l a r a c c o u n t i n g m o d e l . S o m e w h a t
p r a g m a t i c a l l y . . . I w o u l d " p l a c e t h e p e g " , f o r t h e t i m e b e i n g , i n t h e " c o n v e n t i o n a l a c c o u n t i n g h o l e " a n d
a i m a t b e c o m i n g m o r e a t t u n e d t o t h e c h a r a c t e r i s t i c s , b o t h g o o d a n d b a d , o f t o d a y ' s a c c o u n t i n g p r a c t i c e s
a n d t h e o r y . T h i s i s n o t t o s a y t h a t I w o u l d b e s e e k i n g t o m a k e c o n v e n t i o n a l a c c o u n t i n g c o m p l e t e l y
v i a b l e o r t o j u s t i f y i t . T h e a i m w o u l d s i m p l y b e t o e d u c a t e t h e s t a n d a r d - s e t t e r b e f o r e m o v i n g o n . '
6 6 1 G r e e n w o o d ( p I 3 ) , ' F o r s i m i l a r r e a s o n s t h e r o l e o f t h e a c c o u n t i n g p r o f e s s i o n i n p r o m u l g a t i n g t h e
c o n t e n t o f d i s c l o s u r e m u s t b e l i m i t e d t o t h a t o f e x p e r t c o n s u l t a n t r a t h e r t h a n d e t e r m i n i n g b o d y : t h e
a c c o u n t i n g p r o f e s s i o n i s n o t a n i m p a r t i a l o n l o o k e r i n p r e s c r i p t i o n o f d i s c l o s u r e , s i n c e f i r s t l y t h e
p r a c t i c e o f p u b l i c a c c o u n t i n g i s a b u s i n e s s e n t e r p r i s e a n d m u s t b e r u n a s s u c h , a n d t h e a c c o u n t a n t s '
c l i e n t c o n t a c t s a r e p r i m a r i l y t h e p r o d u c e r s , n o t t h e u s e r s , o f t h e e n d p r o d u c t ; s e c o n d l y , t h e r e i s t h e
s u b t l e i n t e r e s t t h a t e v e r y p r o f e s s i o n h a s i n p r e s e r v i n g a n d e n l a r g i n g t h e f i e l d o f i t s o w n e n d e a v o u r . '
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Q u e s t i o n e d h e r e w a s t h e p o t e n t i a l c o n f l i c t o f i n t e r e s t t h e a c c o u n t i n g p r o f e s s i o n f a c e d
i n t h e i r c o n t r o l o f t h e d e v e l o p m e n t o f a c c o u n t i n g s t a n d a r d s . A s s h o w n i n C h a p t e r s 4
t o 6 , t h i s i s s u e h a d b e e n w e l l a i r e d ( t h o u g h n o t r e s o l v e d ) i n U S A . T h i s w a s e s p e c i a l l y
s o i n t h e t i m e s o f t h e N e w D e a l o f t h e 1 9 3 0 s .
M a c v e ( 1 9 8 1 , p l l ) t o o d i s c u s s e d ' c o n f l i c t s o f i n t e r e s t ' . 6 6 2 T h e a r g u m e n t h a s
s i m i l a r i t i e s w i t h t h a t b e t w e e n B e r l e a n d M a y m e t i n C h a p t e r 4 . T h e p r o f e s s i o n w o u l d
e n s u r e i t p l a y e d a m a j o r r o l e i n a n y C F . G r e e n w o o d ( P 1 3 - l 4 ) i n t r o d u c e d p o t e n t i a l
o b j e c t i o n s f r o m m a n a g e m e n t , i n c l u d i n g t h e u s u a l a r g u m e n t s a g a i n s t l e g i s l a t i o n i n
g e n e r a l a n d d i s c l o s u r e i n p a r t i c u l a r . t ' " C o s t - b e n e f i t , l a t e r t o a p p e a r i n S A C 3 ( A A R F ,
1 9 9 0 b ) , w a s d i s c u s s e d . f "
T h e i d e a o f a n A c c o u n t i n g S t a n d a r d s R e v i e w B o a r d ( A S R B ) w a s f l o a t e d . I t s t a s k s
w e r e t o
• a p p r o v e p r i o r i t i e s p r o p o s e d b y t h e p r o f e s s i o n ,
• r e v i e w s t a n d a r d s r e g a r d i n g c o m m u n i t y a c c e p t a b i l i t y , a n d
• r e f e r s t a n d a r d s t o t h e N C S C f o r e n d o r s e m e n t a n d l e g a l s a n c t i o n .
A t a t e c h n i c a l l e v e l , G r e e n w o o d ( P 2 3 - 2 5 ) r a i s e d i s s u e s o f m e a s u r e m e n t i n g e n e r a l a n d
f o r v a r i o u s m o d e l s i n p a r t i c u l a r . T e n s i o n s h e r e a r e f u r t h e r d i s c u s s e d i n C h a p t e r 8 .
S t e v e n s o n c i r c u l a t e d v a r i o u s w r i t i n g s , i n c l u d i n g t h e C a r s c a l l e n R e p o r t ( 1 9 8 1 ) f r o m
C a n a d a . H e a l s o i n c l u d e d a p a p e r , o b v i o u s l y b u i l t o n t h e C a r s c a l l e n R e p o r t ( f o r
i n s t a n c e R e c o m m e n d a t i o n 5 : G e n e r a l p r i n c i p l e s v s . d e t a i l e d r u l e s a n d
R e c o m m e n d a t i o n 6 : A c o n c e p t u a l f r a m e w o r k v s . p r a g m a t i c s t a n d a r d s m a y b e d i r e c t l y
l i n k e d ) , w h i c h i n c l u d e d a s e r i e s o f ' q u e s t i o n s ' f o r c o n s i d e r a t i o n b y t h e m e m b e r s o f
A c S B ( U S A P 2 0 2 . B o x 8 2 , # 1 1 2 3 4 ) .
Q u e s t i o n s S t e v e n s o n a s k e d i n c l u d e d Q 2 d e a l i n g w i t h t h e d i f f e r e n t l e v e l s t o b e m e t f o r
r e p o r t i n g r e q u i r e m e n t s o f l e g i s l a t i v e c o n c e r n a s w e l l a s t h e r o l e o f a c c o u n t i n g
s t a n d a r d s . Q 3 o n c r i t e r i a t o j u d g e a c c o u n t i n g s t a n d a r d s s a w s u g g e s t e d
1 . ' g e n e r a l l y a c c e p t e d ' ,
2 . l o g i c a l l y c o n s i s t e n t a n d c o n s i s t e n t w i t h o t h e r s t a n d a r d s , a n d
3 . g e n e r a l l y i n a c c o r d w i t h e c o n o m i c r e a l i t y .
Q 6 o n p o l i t i c a l - s u a s i o n a n d ' o b j e c t i v e s t r u c t u r e s a n d p r o c e s s ' w e r e t o i n c l u d e p u b l i c
c o m m e n t o n c o n c e p t u a l m a t t e r s g e n e r a l l y a n d t h e m o d e l s f o r C C A a n d C o C o A i n
p a r t i c u l a r . A r g u a b l y , r e c y c l i n g o f i s s u e s ( m e t i n C h a p t e r 4 ) c o n t i n u e d .
B u i l d i n g o n h i s w o r k o n C o C o A , C h a m b e r s , i n a l e t t e r t o L e e ( U S A P 2 0 2 , B o x 8 2 ,
# 1 1 2 3 5 , c c t o S t e v e n s o n ) , s u g g e s t e d t h a t a c o n c e p t u a l f r a m e w o r k c o u l d b e b u i l t
6 6 2 M a c v e ( 1 9 8 1 , P l l ) c o n c l u d e d , ' T h e s e p r o b l e m s m a k e a c c o u n t i n g a n d t h e e s t a b l i s h m e n t o f a
c o n c e p t u a l f r a m e w o r k a " p o l i t i c a l " a s w e l l a s a " t e c h n i c a l " m a t t e r . '
6 6 3 T h e s e i n c l u d e d t h r e a t s f r o m c o m p e t i t o r s , u n d u e c o s t s a n d p o s s i b l e l a w s u i t s .
6 6 4 G r e e n w o o d ( 1 9 8 1 , p I 4 ) , ' O f c o u r s e f i n a n c i a l i n f o r m a t i o n i s n o t a f r e e g o o d ( e v e n t h o u g h i t m a y
a p p e a r t o b e s o t o s o m e u s e r s ) . I t t h e r e f o r e o u g h t n o t t o b e r e q u i r e d t o b e p r o d u c e d u n l e s s i t s
p r o d u c t i o n y i e l d s a p p r o p r i a t e b e n e f i t s . '
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a r o u n d 1 0 g e n e r a l p r i n c i p l e s a n d 3 d e f i n i t i o n s . H i s 1 3 p o i n t s a r e r e p r o d u c e d i n
A p p e n d i x I l l . ( T h e t h r e e d e f i n i t i o n s w o u l d b e 8 . F i n a n c i a l P o s i t i o n , 1 0 . N e t W e a l t h
o r E q u i t y a n d 1 1 . I n c o m e . )
M i n u t e s o f t h e f i r s t m e e t i n g o f t h e A c S B ( # 1 1 2 4 2 ) r e c o r d e d d i s c u s s i o n o f t h e n e e d f o r
a C F . P a p e r s f r o m C h a m b e r s ( 1 9 7 1 J a n d B a r t o n ( 1 9 7 1 ) w e r e d i s t r i b u t e d f o r p e r u s a l
a n d d i s c u s s i o n a t t h e n e x t m e e t i n g . " 5 M i n u t e s o f t h e t h i r d m e e t i n g ( # 1 1 2 4 2 ) r e c o r d e d
d i s c u s s i o n t o o k p l a c e o f C h a m b e r s ' C F .
6 6 6
C h a m b e r s ' C F w o u l d b e o v e r t a k e n b y o t h e r e v e n t s . I n a m e m o r a n d u m t o t h e g r o u p
f r o m S t e v e n s o n ( 1 9 8 2 ) w a s i n c l u d e d ( P 8 ) t h e d i a g r a m - V e r s i o n 1 o f t h e C F . H e
( 1 9 8 1 , p 4 ) e a r l i e r h a d w r i t t e n o f t h e i m p o r t a n c e , ' f r o m a d e s i g n v i e w p o i n t , ( o f )
a c k n o w l e d g i n g t h e F r a m e w o r k a s b e i n g p y r a m i d a l , w i t h a s t a t e m e n t o f o b j e c t i v e s a t
t h e a p e x . ' T h i s i s r e p r o d u c e d i n A p p e n d i x I a n d c e r t a i n l y i d e n t i f i e d c l e a r l y t h e v a r i o u s
l e v e l s o f a b s t r a c t i o n i n v o l v e d . I t w a s i n c l u d e d i n t h e J o i n t S u b m i s s i o n t o N C S C ( U S A
P 2 0 2 , B o x 8 2 , # 1 1 2 3 4 ) i n S c h e d u l e E N o t e s o n t h e O r i g i n o f a C F .
A n a n a l y s i s o f V e r s i o n 1 , C h a m b e r s ' p a p e r ( 1 9 7 1 ) a n d h i s C F i s p r o v i d e d i n F i g u r e
7 . 1 . S i m i l a r i t i e s a n d k e y d i f f e r e n c e s a r e s h o w n . D e b a t e i s t o b e e x p e c t e d a s o t h e r
r e s e a r c h e r s m a y c l a s s i f y i s s u e s / i d e a s i n a d i f f e r e n t m a n n e r , a s e s p e c i a l l y p a r t i c u l a r
t e r m s a n d p h r a s e s m a y b e i n t e r p r e t e d d i f f e r e n t l y . A n y a n a l y s i s a l s o c o v e r s m a n y
i s s u e s i m p l i c i t l y .
M a j o r d i f f e r e n c e s a r e C h a m b e r s ' e x c l u s i o n o f f u t u r e e v e n t s / t r a n s a c t i o n s a n d t h e i r
c o n s e q u e n c e s f o r t h e f i n a n c i a l s t a t e m e n t s . W h i l e d e c i s i o n - m a k e r s m a y r e q u i r e d a t a o f
a n e x a n t e t y p e , t h e s e w e r e t o b e e x c l u d e d i n t h e f i n a n c i a l s t a t e m e n t s u n d e r C o C o A .
T h i s i s m a d e q u i t e c l e a r i n P o i n t s 1 0 a n d 1 1 o f C h a m b e r s ' ( 1 9 7 1 ) s u b m i s s i o n t o t h e
F A S B w h i c h i n t u r n w a s m a d e a v a i l a b l e t o m e m b e r s o f t h e A c S B . W h i l e i t i s p o s s i b l e
t o i n f e r t h a t C h a m b e r s h a d l i t t l e e x p l i c i t e f f e c t a s a m e m b e r o f t h e A c S B , a s t r o n g e r
i n f e r e n c e w o u l d b e t h a t C h a m b e r s ' w r i t i n g s h a d a m a j o r i m p l i c i t i n f l u e n c e o n
i n d i v i d u a l t h i n k i n g a n d t h e f i n a l o u t p u t .
7 . 2 . 2 T h e A u s t r a l i a n C F
T h e e a r l y w o r k o f t h e A A S C o f t h e A A R F m e t s t i f f c r i t i c i s m ( r e c a l l 6 . 2 . 3 ) . A s a r e s u l t
t h e p r o f e s s i o n d e c i d e d t o r e - o r g a n i s e t h e s t a n d a r d s e t t i n g p r o c e d u r e s . I t e s t a b l i s h e d i n
1 9 8 1 , w i t h i n A A R F , t h e A c c o u n t i n g S t a n d a r d s B o a r d ( A c S B ) a n d s u b s e q u e n t l y t h e
P u b l i c S e c t o r A c c o u n t i n g S t a n d a r d s B o a r d ( P S A S B ) a n d t h e A u d i t i n g S t a n d a r d s
B o a r d ( A u S B ) .
6 6 5 M i n u t e s o f t h e s e c o n d m e e t i n g ( \ 0 F e b r u a r y , 1 9 8 2 , # 1 1 2 4 2 ) r e c o r d e d , ' T h e p a p e r s r e c e i v e d f r o m
P r o f e s s o r C h a m b e r s w e r e n o t d i s c u s s e d i n d e t a i l . I t w a s a g r e e d t h a t t h e s t a f f s h o u l d p r o v i d e a s u m m a r y
o f a l l p a p e r s d i s t r i b u t e d w h i c h t h e B o a r d c o u l d d i s c u s s a n d t h u s a s s i s t t h e B o a r d i n m o n i t o r i n g i t s o w n
d e c i s i o n s i n a m a t t e r t h a t , o v e r t i m e , a l l o w e d t h e d e v e l o p m e n t o f a c o n s i s t e n t a n d p u r p o s e f u l a p p r o a c h
t o p r e p a r i n g s t a n d a r d s . '
6 6 6 M i n u t e s o f t h e t h i r d m e e t i n g ( 1 7 M a r c h , 1 9 8 2 , # 1 1 2 4 2 ) , ' T h e p a p e r t i t l e d " A C o n c e p t u a l
F r a m e w o r k " b y P r o f . C h a m b e r s . . . w a s t a b l e d . P r o f e s s o r C h a m b e r s s p o k e o n t h e p a p e r , e x p l a i n i n g t h e
1 1 g e n e r a l c o n s i d e r a t i o n s o r p r i n c i p l e s s e t d o w n t h e r e i n a n d t h e n b r i e f l y o u t l i n i n g 3 k e y d e f i n i t i o n s
p r o v i d e d . T h e C h a i r m a n t h a n k e d P r o f e s s o r C h a m b e r s f o r h i s p a p e r a n d i n v i t e d m e m b e r s t o c o n s i d e r
t h e p a p e r o u t s i d e t h e m e e t i n g f o r d i s c u s s i o n a t a l a t e r s t a g e , o r a s a p p l i c a b l e o n p a r t i c u l a r p r o j e c t s . '
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C e r t a i n l y i n s t i t u t i o n a l r e s u l t s w e r e s e e n a s i m p r o v e m e n t s o n t h o s e f r o m e a r l i e r e r a s .
H o w e v e r , s i g n i f i c a n t p r o g r e s s i n t h e q u a l i t y o f a c c o u n t i n g d a t a w a s s t i l l s e e n t o b e
l a c k i n g . C o r p o r a t i o n s l i k e M i n e r a l S e c u r i t i e s , C a m b r i d g e C r e d i t , M a i n l i n e , G o l l i n
H o l d i n g s a n d A s s o c i a t e d S e c u r i t i e s ( A S R C , 1 9 7 8 ; C l a r k e e t a l , 1 9 9 7 , 2 0 0 3 ; S y k e s ,
1 9 8 8 ; H e n d e r s o n , 1 9 9 3 , p 9 ) i n t h e 1 9 7 0 s s t i l l u n e x p e c t e d l y f a i l e d i n c i r c u m s t a n c e s
t h a t c a u s e d c r i t i c i s m ( s i m i l a r t o t h a t o f t h e 1 9 6 0 s ) t o b e l e v e l l e d a t t h e p r o f e s s i o n a n d
i t s a c c o u n t i n g s t a n d a r d s . W h i l e t h e s t a n d a r d s e t t i n g i n s t i t u t i o n a l p r o c e s s e s h a d b e e n
r e f i n e d , s o m e t h i n g w a s s t i l l p e r c e i v e d t o b e w r o n g w i t h t h e b a s i c s o f t h e s t a n d a r d s
t h e m s e l v e s a n d t h e q u a l i t y o f r e l a t e d i n f o r m a t i o n , e s p e c i a l l y f o r d e c i s i o n - m a k i n g . t ' "
F i g u r e 7 . 1 C o m p a r i s o n o f V e r s i o n 1 a n d C h a m b e r s ' C F
V e r s i o n I B l o c k
2 I n f o r m a t i o n
3 . A D e f i n i t i o n s
3 . B Q u a l i t a t i v e
C h a r a c t e r i s t i c s
R e l e v a n c e
R e l i a b i l i t y
C o m p a r a b i l i t y
4 . A R e c o g n i t i o n
T r a n s a c t i o n s l E v e n t s
4 . B & 4 . C
M e a s u r e m e n t
S i m i l a r i t i e s
1 . U t i l i t y
1 . U t i l i t y
S . P e r i o d i c i t y
2 . A r i t h m e t i c a l
P r o p r i e t y
1 3 . V e r i f i a b i l i t y
3 . H i s t o r i c i t y
4 . C o m p a r a b i l i t y
7 . U n i f o r m i t y
6 . C o m p l e t e n e s s
2 . A r i t h m e t i c a l
P r o p r i e t y
C h a m b e r s ' C F
D i f f e r e n c e s
9 . C o n t e m p o r a n e i t y
3 . H i s t o r i c i t y
S . A F i n a n c i a l P o s i t i o n
S . B P e r f o r m a n c e
S . C F i n a n c i n g &
I n v e s t i n g
S . D L i q u i d i t y &
S o l v e n c y
8 . F i n a n c i a l p o s i t i o n
1 0 . N e t w e a l t h o r E q u i t y
1 2 . C o n t i n g e n c i e s
1 1 . I n c o m e
1 . U t i l i t y
1 . U t i l i t y
6 6 7 M e r i n o ( 2 0 0 3 , p 2 8 5 ) , ' T h e f a c t t h a t a d i s c l o s u r e o f a c c o u n t i n g p o l i c i e s i n a n n u a l r e p o r t s w a s n o t
r e q u i r e d u n t i l t h e 1 9 6 0 s f u r t h e r s u g g e s t s t h a t p r o v i d i n g i n f o r m a t i o n f o r d e c i s i o n m a k i n g w a s n o t a
p r i m a r y g o a l o f t h e r e g u l a t o r s . '
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A r g u a b l y , t h e p o s t - 1 9 6 0 s e r a i n w h i c h m a n y a c c o u n t i n g s t a n d a r d s w e r e d e v e l o p e d
a n d i s s u e d d i d n o t a d d r e s s t h e r o o t s o f t h e c r i t i c i s m s o f f i n a n c i a l r e p o r t i n g . T h e
r e a c t i o n t o t h e u n e x p e c t e d c o m p a n y c o l l a p s e s w a s t o s o m e
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r a t h e r t e p i d . T h e q u a l i t y
o f r e s u l t i n g s t a t e m e n t s w a s s t i l l o f c o n c e r n . M u c h t i m e a n d e f f o r t w a s s p e n t o n t h e
i n f l a t i o n i s s u e .
6 6 9
T h e e r a d i d s p a w n ( a n d p e r h a p s o v e r l a p t o s o m e e x t e n t ) t h e s e a r c h
f o r a C F f o r f i n a n c i a l r e p o r t i n g .
A c a t a l y s t f o r t h e C F p r o j e c t i n A u s t r a l i a w a s g o v e r n m e n t i n t e r v e n t i o n a s a r e s u l t o f
i m p a t i e n c e w i t h t h e p r o f e s s i o n . F o l l o w i n g a n e x t e n d e d p e r i o d o f c r i t i c i s m o f t h e
a c c o u n t i n g p r o f e s s i o n f o r i t s a p p a r e n t f a i l u r e t o p r o d u c e a n d e n f o r c e a c c o u n t i n g
s t a n d a r d s ( A A S ) , r e c o m m e n d a t i o n s t o t h e M i n i s t e r i a l C o u n c i l f o r C o m p a n i e s a n d
S e c u r i t i e s b y t h e N C S C s a w i n J a n u a r y , 1 9 8 4 , t h e e s t a b l i s h m e n t o f t h e A c c o u n t i n g
S t a n d a r d s R e v i e w B o a r d ( A S R B ) . T h e A S R B ' s p o w e r s i n c l u d e d a r e q u i r e m e n t t o
s p e c i f y a c o n c e p t u a l f r a m e w o r k ( H e n d e r s o n a n d P e i r s o n , 1 9 8 8 , p 1 6 3 ; H e n d e r s o n ,
1 9 9 3 , p 8 ) .
T h e A S R B w a s t o a p p r o v e s t a n d a r d s s u b m i t t e d t o i t b y A A R F o r o t h e r s , s o g i v i n g
t h e m l e g i s l a t i v e b a c k i n g . C o n s e q u e n t l y t w o s e t s o f s t a n d a r d s e m e r g e d : A A R F ' s
p r o f e s s i o n a l s t a n d a r d s a n d t h e A S R B a p p r o v e d s t a n d a r d s . T h e a c c o u n t i n g p r o f e s s i o n
c a l l e d f o r a m e r g e r o f A c S B a n d t h e A S R B t o r a t i o n a l i s e t h e s t a n d a r d s e t t i n g p r o c e s s ,
w h i c h e v e n t u a l l y o c c u r r e d i n 1 9 8 8 .
T h e A S R B ( 1 9 8 5 ) i s s u e d R e l e a s e 1 0 0 ( a b o u t t h e s a m e t i m e a s S u t c l i f f e , 1 9 8 5 ) w h i c h
s e t o u t c r i t e r i a f o r e v a l u a t i n g p r o p o s e d A A S a n d a l s o t e n t a t i v e a s s u m p t i o n s w h i c h
p r o p o s e d s t a n d a r d s m u s t s a t i s f y . U n d e r t h e A A R F w o r k o n a C F p r o j e c t , S u t c l i f f e h a d
d e v e l o p e d a C F m o d e l f o r t h e P S A S B w h i c h i n c o r p o r a t e d t h e C F d i a g r a m ( r e c a l l
S t e v e n s o n e a r l i e r a n d A p p e n d i x 1 ) . T h i s d i a g r a m s u b s e q u e n t l y f o r m e d t h e b a s i s o f t h e
A u s t r a l i a n C F p r o j e c t , a f t e r b e i n g r e v i s e d a n d e n h a n c e d i n 1 9 8 7 ( A p p e n d i x I I ) .
T h e C F p r o j e c t i n c l u d e d S t a t e m e n t s o f A c c o u n t i n g C o n c e p t s ( A A R F , 1 9 9 5 ) . R e l a t e d
A A S w e r e d e v e l o p e d t o g u i d e s t a k e h o l d e r s w i t h a n i n t e r e s t i n e x t e r n a l f i n a n c i a l
r e p o r t i n g . T h e p e r c e i v e d b e n e f i t s i n c l u d e d
• o u t c o m e s m o r e c o n s i s t e n t a n d l o g i c a l t h a n t h o s e p r e v i o u s l y ,
• i n c r e a s e d i n t e r n a t i o n a l h a r m o n i s a t i o n , a n d
• m o r e a c c o u n t a b l e s t a n d a r d s e t t i n g b o d i e s .
T h e C F e n t a i l s l e v e l s o f a b s t r a c t i o n a n d a s e r i e s o f b u i l d i n g b l o c k s i n t o w h i c h t h e
d e v e l o p m e n t o f t h e f r a m e w o r k c o u l d b e d i v i d e d . V a r i o u s L e v e l s l B l o c k s w e r e t o b e
6 6 8 F o r e x a m p l e , C l a r k e e t a / ( 2 0 0 3 , C h a p t e r 6 ) c o m m e n t e d o n t h e l a c k o f a c t i o n b y t h e p r o f e s s i o n .
6 6 9 D e b a t e s a n d s e l e c t e d c r i t i c i s m s a r e f o u n d i n C h a m b e r s ' w r i t i n g s , f o r e x a m p l e C h a m b e r s ( \ 9 6 5 b ,
1 9 6 6 b , 1 9 6 7 a , 1 9 6 7 b ) .
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e l a b o r a t e d u p o n i n S A C s . T h e s e w o u l d p r o v i d e t h e r e a s o n i n g u n d e r l y i n g p a r t i c u l a r
A A S
6 7 0
a n d b e c o n s i s t e n t w i t h t h e w o r k w i t h i n t h e F A S B .
I n t r i g u i n g l y , t h e f i r s t l e v e l o f t h e C F p r o j e c t - S c o p e - h a s n o t b e e n t h e s u b j e c t o f a
S A C i n i t s o w n r i g h t . T h i s b l o c k r e q u i r e s a d e f i n i t i o n o f f i n a n c i a l r e p o r t i n g . U s u a l l y
t h i s i s i m p l i c i t l y c o n s i d e r e d i n t h e c o n t e x t o f g e n e r a l p u r p o s e f i n a n c i a l r e p o r t i n g
w h i c h w a s c e r t a i n l y m u c h b r o a d e r t h a n C h a m b e r s ' f i n a n c i a l s t a t e m e n t s .
P e r h a p s a S A C h e r e o p e n s a P a n d o r a ' s B o x o f a c c o u n t i n g . F o r i n s t a n c e , H e n d e r s o n
a n d P e i r s o n ( 2 0 0 0 , p 3 2 ) w r i t e o f t h e d i f f i c u l t i e s o f i n c o r p o r a t i n g p e r f o r m a n c e
i n d i c a t o r s i n ' f i n a n c i a l r e p o r t i n g ' , e s p e c i a l l y e f f i c i e n c y i n d i c a t o r s w h i c h a r e n o n -
f i n a n c i a l ( e m p l o y e e t u r n o v e r ) o r p a r t l y f i n a n c i a l ( $ s a l e s p e r e m p l o y e e ) . A n o t h e r
d i f f i c u l t y i s h o w t o i n c o r p o r a t e f u t u r e - o r i e n t e d f i n a n c i a l d a t a . ( T h e s e i s s u e s h a v e b e e n
i n c l u d e d i n t h e a u t h o r s ' v a r i o u s e d i t i o n s o v e r t h e y e a r s s i n c e t h e 1 9 8 0 s ) . O b v i o u s l y ,
o t h e r d i s c i p l i n e s w e r e i n f l u e n c i n g t h e r e p o r t s o f a n a c c o u n t i n g . t "
B l o c k s 9 , 1 0 a n d 1 1 o f t h e C F ( f o u n d a t t h e D i s p l a y l e v e l ) a r e r e s p e c t i v e l y t i t l e d
' F i n a n c i a l p o s i t i o n ' , ' P e r f o r m a n c e ' a n d ' C h a n g e s i n f i n a n c i a l p o s i t i o n ' . T h e f i r s t
i n c l u d e s r e f e r e n c e t o
• w e a l t h
• f m a n c i a l s t r u c t u r e
• c a p a c i t y t o a d a p t
• s o l v e n c y / l i q u i d i t y .
T h e s e c o n d i n c l u d e s r e f e r e n c e t o
• c h a n g e i n w e a l t h / c o n s u m p t i o n o f r e s o u r c e s a n d
• v a r i a b i l i t y .
T h e t h i r d i n c l u d e s r e f e r e n c e t o
• f i n a n c i n g a c t i v i t i e s
• i n v e s t i n g a c t i v i t i e s .
A c t u a l d i s c u s s i o n o f t h e s e i d e a s i n o f f i c i a l p r o n o u n c e m e n t s i s l i m i t e d .
6 7 2
D i s p l a y
w o u l d i n c l u d e a n i d e n t i f i c a t i o n o f i n f o r m a t i o n c a t e g o r i e s a n d t h e a n a l y s i s o f t h e
6 7 0 A s p a r t o f t h e s t a t e d a i m o f p r o v i d i n g g u i d a n c e f o r m o r e c o n s i s t e n t a n d l o g i c a l s t a n d a r d s , t o d a t e
L e v e l s 2 , 3 , 4 a n d 5 i n p a r t ( B l o c k s 2 - 6 i n c l u s i v e ) h a v e b e e n t h e s u b j e c t o f S A C I t o S A C 4
r e s p e c t i v e l y . L e v e l I / B l o c k I , ' D e f i n i t i o n o f f i n a n c i a l r e p o r t i n g ' , h a s y e t t o b e t h e s u b j e c t o f a S A C .
6 7 1 B u r t o n ( 1 9 8 1 , p 5 4 ) w o u l d a g r e e a s h e a r g u e d , ' O n e o f t h e m o s t s i g n i f i c a n t c h a n g e s i n f i n a n c i a l
r e p o r t i n g i s t h e s t e a d y e r o s i o n o f t h e r e l a t i v e i m p o r t a n c e o f f i n a n c i a l s t a t e m e n t s . A t o n e t i m e , f i n a n c i a l
s t a t e m e n t s w e r e t h e w h o l e o f f i n a n c i a l r e p o r t i n g . O v e r t h e p a s t d e c a d e , h o w e v e r , m o r e f i n a n c i a l
r e p o r t i n g i n n o v a t i o n h a s t a k e n p l a c e o u t s i d e t h e f i n a n c i a l s t a t e m e n t s . '
6 7 2 C l a r k e e t a l ( 2 0 0 3 , p 3 8 ) , ' D i r e c t o r s o f a n A u s t r a l i a n c o m p a n y a r e b e t w e e n a " s w o r d a n d t h e w a l l " -
" a r o c k a n d a h a r d p l a c e " . U n d e r t h e C o r p o r a t i o n s A c t t h e y a r e r e q u i r e d t o e n s u r e t h a t t h e p u b l i s h e d
p r o f i t a n d l o s s a c c o u n t a n d b a l a n c e s h e e t c o m p l y w i t h t h e A A S a n d A A S B A c c o u n t i n g S t a n d a r d s a n d
p o r t r a y a t r u e a n d f a i r v i e w o f t h e i r c o m p a n y ' s r e s u l t s f o r t h e p e r i o d a n d i t s s t a t e o f a f f a i r s . T h e y a l s o
h a v e t o g i v e a " s o l v e n c y s t a t e m e n t " - w h e t h e r t h e c o m p a n y i s ( i n t h e i r o p i n i o n ) a b l e t o p a y i t s d e b t s a s
t h e y f a l l d u e . E v e n s o , t h i s i s a c o n f u s i n g s e t t i n g , f o r u n d e r t h e C o r p o r a t i o n s A c t a c o m p a n y h a s t o
k e e p s u c h a c c o u n t s a n d r e c o r d s a s w i l l " e x p l a i n i t s t r a n s a c t i o n s . . . a n d f i n a n c i a l p o s i t i o n " . N o w h e r e i s
i t e x p l a i n e d w h a t t h e d i f f e r e n c e i s b e t w e e n t h e " s t a t e o f a f f a i r s " o n w h i c h t h e d i r e c t o r s h a v e t o r e p o r t
a n d t h e " f i n a n c i a l p o s i t i o n " w h i c h h a s t o b e e x p l i c a b l e b y t h e a c c o u n t i n g r e c o r d s . '
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v a r i o u s c o m p o n e n t s , t h u s p r o v i d i n g a l o g i c a l b a s i s f o r p a r t i c u l a r d i s c l o s u r e s r e q u i r e d
u n d e r p a r t i c u l a r A A S ( b o t h e x i s t i n g a n d p o t e n t i a l ) .
R e v e n u e a n d e x p e n s e a r e d e f i n e d i n t e r m s o f t h e b a s i c c o n c e p t s f o u n d i n t h e
S t a t e m e n t o f F i n a n c i a l P o s i t i o n - a s s e t s a n d l i a b i l i t i e s , w i t h p a r t i c u l a r r e f e r e n c e t o t h e
e x c l u s i o n o f c h a n g e s t o t h e r e s i d u a l e q u i t y w h i c h r e p r e s e n t s t h a t o f ' o w n e r s ' a s
d e f i n e d ( A A R F , 1 9 9 2 ) . A s p o i n t e d o u t e a r l i e r , t h i s r e p r e s e n t e d a m a j o r c h a n g e i n
e m p h a s i s i n t h e t h i n k i n g o f t h o s e c o n c e r n e d w i t h f i n a n c i a l r e p o r t i n g a n d t h e r e l a t e d
s t a n d a r d s . I n t h e c o n t e x t o f t h e r e p o r t i n g o f p e r f o r m a n c e , i t h i g h l i g h t e d t h e c h a n g e
f r o m a n i n p u t f i x a t i o n ( t h e M a y l e g a c y ) t o a m o r e o u t p u t b a s e d o r i e n t a t i o n .
T h e p r o j e c t , b e i n g b u i l t o n t h e v a r i o u s ' l e v e l s ' , p r o v i d e s a l o g i c a l s t r u c t u r e f o r d e b a t e
o f v a r i o u s i s s u e s . T h e C F m a y b e m o s t f r u i t f u l i n r e s o l v i n g d e b a t e s b y a t l e a s t
e n s u r i n g t h e y a r e a t t h e s a m e l e v e l .
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A A R F ( 1 9 9 5 , p l v i ) i n c o r p o r a t e d S u t c l i f f e ' s r e v i s e d d i a g r a m a n d d e l e t e d t h e
a s s u m p t i o n s w h i c h w e r e e f f e c t i v e l y r e p l a c e d b y t h e n o w d e v e l o p e d S A C s . T h e f i r s t
t h r e e S A C s w e r e g r e e t e d w i t h g e n e r a l a p a t h y b y t h e b u s i n e s s c o m m u n i t y ( H e n d e r s o n ,
1 9 9 6 , p 3 7 7 ) . 6 7 4 H o w e v e r , i n N o v e m b e r 1 9 9 0 , c o m p l i a n c e w i t h S A C s b e c a m e
m a n d a t o r y f o r m e m b e r s o f t h e p r o f e s s i o n a l b o d i e s . T h e i s s u e o f S A C 4 ( a f t e r a
l e n g t h y p e r i o d w h i c h i n c l u d e d a s e r i e s o f e x p o s u r e d r a f t s ) 6 7 5 r e c e i v e d a h o s t i l e
r e a c t i o n f r o m s o m e p r a c t i s i n g a c c o u n t a n t s a n d t h e b u s i n e s s c o m m u n i t y . t "
I n t e r e s t e d l y , t h i s e v e n t s a w t h e e m e r g e n c e o f t h e G r o u p o f l O O a s a n e f f e c t i v e l o b b y
g r o u p f o r b i g b u s i n e s s , e s p e c i a l l y r e g a r d i n g a c c o u n t i n g t e n s i o n s .
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T h i s g r o u p w o u l d
6 7 3 H o w e v e r , i n t e r e s t i n i s s u e s o f ' l i a b i l i t i e s ' c a n l e a d t o m o s t f r u s t r a t i n g d i s c u s s i o n . D e b a t e s o n t h e
d e f i n i t i o n o f l i a b i l i t i e s ( B l o c k 5 ) m a y b e c o m e i m p o s s i b l e t o r e s o l v e w i t h a c a d e m i c c o l l e a g u e s a s i t m a y
g e t b o g g e d d o w n a s t h e i s s u e t o d e b a t e w o u l d m o v e t o B l o c k 1 o r 3 , w h i l e f e l l o w p r a c t i t i o n e r s , m o r e
c o n c e r n e d w i t h B l o c k 9 , w o u l d m o v e t h e a r g u m e n t t o t h a t l e v e l .
6 7 4 H e n d e r s o n ( 1 9 9 3 , p l l ) , ' I t i s r e a s o n a b l e t o s u g g e s t t h a t t h e i d e a o f a c o n c e p t u a l f r a m e w o r k , t h e
i s s u e o f e x p o s u r e d r a f t s a n d t h e f i r s t t h r e e [ S A C s ] c r e a t e d l i t t l e i n t e r e s t i n t h e p r o f e s s i o n o n ( s i c ) t h e
b u s i n e s s c o m m u n i t y . T h e w h o l e p r o g r a m m e w a s s e e n a s " a c a d e m i c " a n d o f l i t t l e i n t e r e s t t o t h e w o r l d
o f a f f a i r s . '
6 7 5 H e n d e r s o n ( 1 9 9 3 , p I 3 ) , ' A l t h o u g h m o s t o f t h e c r i t i c i s m f o r t h e S A C 4 e p i s o d e h a s b e e n d i r e c t e d a t
t h e s t a n d a r d s e t t e r s ( i n c l u d i n g s o m e v i c i o u s p e r s o n a l a t t a c k s ) i t i s c l e a r t h a t t h e f a u l t f o r t h e d e b a c l e
l i e s m a i n l y w i t h t h e b u s i n e s s c o m m u n i t y a n d t h e p r a c t i c i n g m e m b e r s o f t h e a c c o u n t i n g p r o f e s s i o n w h o
f a i l e d t o p a r t i c i p a t e i n t h e d u e p r o c e s s p r e c e d i n g t h e i s s u e o f S A C 4 . _ T h e s t a n d a r d s e t t e r s d i d n o t
c o n c e a l t h e i r i n t e n t i o n s . '
6 7 6 H e n d e r s o n ( 1 9 9 3 , p I 2 ) , ' T h e r e a c t i o n t o S A C 4 b y s o m e a c c o u n t a n t s a n d t h e b u s i n e s s c o m m u n i t y
w a s i m m e d i a t e a n d h o s t i l e . S A C 4 w a s c o n d e m n e d a s a c a d e m i c ( t h e u l t i m a t e c r i t i c i s m ) , r a d i c a l , l e a d i n g
t h e w o r l d ( a h e i n o u s c r i m e ) a n d a s e v i d e n c e o f a p l o t b y t h e s t a n d a r d s e t t e r s t o s u p p l e m e n t h i s t o r i c a l
c o s t w i t h s o m e n e w u n s p e c i f i e d s y s t e m . T h i s r e a c t i o n t o S A C 4 w a s n o t e x p e c t e d . '
6 7 7 H e n d e r s o n ( 1 9 9 3 , p 1 3 ) , ' T h e a b s e n c e o f s u c h a n o r g a n i s a t i o n i n t h e 1 9 7 0 s a n d 1 9 8 0 s w a s a m a j o r
r e a s o n w h y t h e b u s i n e s s c o m m u n i t y w a s u n a b l e t o s t o p t h e i s s u e o f s o m e s t a n d a r d s . T h e G r o u p o f 1 0 0
m a y n o w b e e x p e c t e d t o p l a y a m a j o r r o l e i n s c r u t i n i s i n g a c c o u n t i n g e x p o s u r e d r a f t s a n d c o m m e n t i n g
o n f i n a n c i a l a c c o u n t i n g i s s u e s . T h e s t a n d a r d s e t t e r s w i l l h a v e t o c o p e w i t h a p o w e r f u l c o n s e r v a t i v e
c o u n t e r - v a i l i n g f o r c e w h i c h w i l l m a k e i t h a r d e r f o r t h e m t o m a k e a n y s i g n i f i c a n t c h a n g e s t o f i n a n c i a l
a c c o u n t i n g . '
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o p p o s e d e p a r t u r e s f r o m c o n v e n t i o n a l a c c o u n t i n g ( H e n d e r s o n , 1 9 9 3 , p 1 5 ) , t o l e r a t i n g
c h a n g e s s e e n a s r a d i c a l p r o v i d e d t h e y w e r e n o n - c o m p u l s o r y ( H e n d e r s o n , 1 9 9 6 , p 1 5 ) .
N o t h a v i n g t h e f o r c e o f a n a p p r o v e d A A S , S A C s r e m a i n e d a p p r o p r i a t e f o r p r e p a r e r s ,
a u d i t o r s a n d o t h e r m e m b e r s o f t h e p r o f e s s i o n t o c o n s i d e r i n t h e i r p a r t i c u l a r f u n c t i o n s .
C r i t i c i s m o f t h e q u a l i t y o f a c c o u n t i n g i n f o r m a t i o n w a s m u t e d , d e s p i t e a n o t h e r s e r i e s
o f c o r p o r a t e c o l l a p s e s i n t h e l a t e 1 9 8 0 s - e a r l y 1 9 9 0 s . H e n d e r s o n ( 1 9 9 3 , p 9 - 1 1 ) a r g u e s
t h e r e w e r e t w o m a j o r d i f f e r e n c e s f r o m e a r l i e r t i m e s :
• l i t t l e c r i t i c i s m o f a c c o u n t i n g a s s u c h , a n d
• t h e C F p r o j e c t .
T h i s t i m e , h u m a n e r r o r ( b y m a n a g e m e n t , a c c o u n t a n t s o r a u d i t o r s ) w a s b l a m e d r a t h e r
t h a n s y s t e m f a i l u r e ( H e n d e r s o n , 1 9 9 3 , p I O - l l ) . C a l l s f o r i m p r o v e d p e r s o n a l q u a l i t i e s
w e r e a r e c y c l i n g o f t h e a r g u m e n t s o f R o o s e v e l t ( C h a p t e r 2 ) a n d M a y ( C h a p t e r 4 ) , b u t
C h a m b e r s ( 1 9 9 1 a ) w o u l d c h a l l e n g e t h i s s u g g e s t i o n . F u r t h e r , a c a d e m i c s i n t h e m a i n
w e r e n o w m i s s i n g f r o m d e b a t e s o n q u a l i t y o f i n f o r m a t i o n . I n t e r e s t i n g l y , t h e e x c e p t i o n
n o t a b l e t o H e n d e r s o n ( 1 9 9 3 , p l O ) w a s t h e w o r k o f C l a r k e & D e a n ( 1 9 9 2 ) , b o t h
c o l l e a g u e s o f C h a m b e r s .
T h e s e c o n d d i f f e r e n c e a b o v e w a s t h e e x i s t e n c e o f t h e C F . T o s o m e e x t e n t , i t d i d
p r o v i d e a b a s i s f o r c o n s i s t e n t s t a n d a r d s . I n 1 9 9 1 , t h e s t a t u t e w a s a m e n d e d t o m a k e
c o m p l i a n c e w i t h a p p r o v e d a c c o u n t i n g s t a n d a r d s c o m p u l s o r y ( H e n d e r s o n , 1 9 9 3 , p 1 4 ) .
A n i m p l i c a t i o n d r a w n f r o m t h i s c o m p u l s i o n u s i n g a b l a c k l e t t e r a p p r o a c h w a s t h e
i n v o l v e m e n t o f t h o s e i n t h e l e g a l p r o f e s s i o n ( p 1 5 ) . I n s o m e w a y s , t h i s i n c r e a s e d
i n v o l v e m e n t o f l a w y e r s i s a r e t u r n t o t h e c o n t r o l o f c o r p o r a t i o n s ( m e t i n C h a p t e r 2 ) b y
t h e r e q u i r e m e n t o f ' t r u e a n d f a i r ' r e p o r t s . L a w y e r s w i l l d e b a t e w h a t i s a c t u a l l y w r i t t e n
i n t h e s t a n d a r d .
D e b a t e o n t h e i n f o r m a t i o n t o b e p r e s e n t e d a n d i t s q u a l i t y w o u l d c o n t i n u e , b u t a t a
s l o w e r p a c e .
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H o w e v e r , c h a n g e s o f a n I n s t i t u t i o n a l t y p e c o n t i n u e d . O n J a n u a r y 1 ,
1 9 9 1 , t h e A u s t r a l i a n S e c u r i t i e s C o m m i s s i o n ( A S C ) w a s f o r m e d t o a d m i n i s t e r t h e n o w
n a t i o n a l C o r p o r a t i o n s L a w . F u r t h e r e n t r e n c h i n g a n a t i o n a l a p p r o a c h , i t r e p l a c e d t h e
N C S C a n d t h e v a r i o u s c o r p o r a t e a f f a i r s o f f i c e s f o u n d i n p a r t i c u l a r s t a t e s a n d
t e r r i t o r i e s . N e w c o n s u m e r p r o t e c t i o n r e s p o n s i b i l i t i e s w e r e a d d e d t o t h e d u t i e s o f A S C
f r o m J u l y 1 9 9 8 w h e n i t s n a m e w a s c h a n g e d t o t h e A u s t r a l i a n S e c u r i t i e s a n d
I n v e s t m e n t s C o m m i s s i o n ( A S I C ) . I n J u l y 2 0 0 1 , n e w f e d e r a l s t a t u t e s r e p l a c e d o l d l a w s
m a i n l y t o r e f l e c t t h e c o n s t i t u t i o n a l u n d e r p i n n i n g s o f t h e n e w t r u l y F e d e r a l
I e g i s l a t i o n . I "
T h e A S R B w a s r e p l a c e d b y t h e A u s t r a l i a n A c c o u n t i n g S t a n d a r d s B o a r d ( A A S B ) i n
1 9 9 1 u n d e r t h e A u s t r a l i a n S e c u r i t i e s C o m m i s s i o n A c t ( S e c t i o n 2 2 6 ( I » . A C F
c o n t i n u e d t o b e s o u g h t t o e v a l u a t e p r o p o s e d a c c o u n t i n g s t a n d a r d s . W h i l e t h e p l a y e r s
h a d n e w n a m e s , m o r e r e s o u r c e s a n d m o r e e l e v a t e d l e g a l s t a t u s , e s s e n t i a l l y t h e
6 7 8 H e n d e r s o n ( 1 9 9 3 , p 1 7 ) c o n c l u d e d , ' [ T ] h e r a p i d c h a n g e s i n f i n a n c i a l a c c o u n t i n g a n d r e p o r t i n g
d u r i n g t h e p e r i o d 1 9 7 0 - 1 9 9 0 w i l l n o t c o n t i n u e i n t o t h e 1 9 9 0 s . I n t h e l a s t d e c a d e o f t h e T w e n t i e t h
C e n t u r y , f i n a n c i a l a c c o u n t i n g w i l l r e m a i n m u c h m o r e s t a b l e t h a n i n t h e p r e c e d i n g t w e n t y y e a r s . '
6 7 9 T h e n e w a c t s w e r e t h e C o r p o r a t i o n s A c t 2 0 0 1 a n d t h e A u s t r a l i a n S e c u r i t i e s a n d I n v e s t m e n t s
C o m m i s s i o n A c t 2 0 0 1 .
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f u n c t i o n s h a d r e m a i n e d t h e s a m e . D e v e l o p m e n t o f a C F r e m a i n e d f i r m l y e n t r e n c h e d
a s o n e o f t h e p o w e r s a n d p r i o r i t i e s o f t h e A A S B .
T h e P e i r s o n R e p o r t ( 1 9 9 0 ) p r o p o s e d i n s t i t u t i o n a l c h a n g e s a n d d i d n o t a f f e c t t h e t h r u s t
o f t h e C F . I n r e s p o n s e t o t h e s e p r o p o s a l s , R a h m a n ( 1 9 9 1 ) a r g u e d f o r m o r e u s e r
p a r t i c i p a t l o n . t ' " O t h e r s a r g u e d t h a t t h e C F w o u l d s e e c h a n g e s i n a c t u a l a c c o u n t i n g
s t a n d a r d s ( E n g l i s h , 1 9 8 8 ; H e n d e r s o n a n d G o o d w i n , 1 9 9 0 ) . I n d e e d , v a r i o u s A A S B s o f
t h e 1 9 9 0 s w e r e b u i l t a r o u n d t h a t C F a n d w e r e c e r t a i n l y g r o u n d - b r e a k i n g i n t h e
a d v a n c e o f n o n - h i s t o r i c a l c o s t m e t h o d s f o r t h e m e a s u r e m e n t o f p a r t i c u l a r a s s e t s a n d
l i a b i l i t i e s . T h e s e w i l l b e f u r t h e r d i s c u s s e d i n C h a p t e r 8 .
F u r t h e r i n s t i t u t i o n a l c h a n g e s w e r e p r o p o s e d ( P e i r s o n , 1 9 9 0 ; 1 9 9 0 a , p I 4 ) . T h e s e
i n c l u d e d
• t h e f o r m a t i o n o f t w o b r o a d l y - c o n s t i t u t e d c o n s u l t a t i v e g r o u p s ( o n e f o r t h e
p r i v a t e s e c t o r a n d t h e o t h e r f o r t h e p u b l i c s e c t o r ) ,
• t h e e s t a b l i s h m e n t o f a F o u n d a t i o n i n d e p e n d e n t o f t h e p r o f e s s i o n , b u s i n e s s a n d
t h e g o v e r n m e n t ( w i t h f u n d s t o b e p r o v i d e d f r o m a b r o a d g r o u p o f s p o n s o r s ) ,
a n d
• t h e e s t a b l i s h m e n t o f a s i n g l e i n d e p e n d e n t s t a n d a r d s e t t i n g b o d y b y 1 9 9 5 .
I n 1 9 9 4 , m i r r o r i n g o v e r s e a s m o v e s , t h e U r g e n t I s s u e s G r o u p ( U I G ) w a s e s t a b l i s h e d t o
r e a c h s o m e c o n s e n s u s o n p a r t i c u l a r a c c o u n t i n g i s s u e s w h i c h r e c e i v e d d i v e r g e n t
t r e a t m e n t s a s a u t h o r i t a t i v e g u i d a n c e w a s l a c k i n g . I t w o u l d b e c o m e a c o m m i t t e e o f t h e
A A S B .
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H o w e v e r , d e b a t e c o n t i n u e d a m o n g t h e a c c o u n t a n t s ' g r o u p , t h e b u s i n e s s g r o u p
( p r i m a r i l y t h e s t a k e h o l d e r ' m a n a g e m e n t ' ) a n d t h e F e d e r a l g o v e r n m e n t a s t o t h e f u t u r e
o f A u s t r a l i a n a c c o u n t i n g s t a n d a r d s ( W a l t e r s , 2 0 0 1 ) . I t w a s a r g u e d a c c o u n t a n t s s t i l l
d o m i n a t e d t h e s t a n d a r d s e t t i n g p r o c e s s . M a n a g e m e n t o f t h e l a r g e g l o b a l e n t i t i e s
a r g u e d t h a t A u s t r a l i a n s t a n d a r d s d i f f e r e d f r o m i n t e r n a t i o n a l s t a n d a r d s .
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S o m e
a c c o u n t a n t s i n t u r n a r g u e d t h a t A u s t r a l i a n o n e s w e r e o f b e t t e r q u a l i t y t h a n t h e
i n t e r n a t i o n a l o n e s . S o m e a l i g n e d w i t h s m a l l e n t i t i e s a r g u e d t h a t t h e s t a n d a r d s w e r e o f
l i t t l e u s e f o r t h e s e b o d i e s . I n d u e c o u r s e , t h e F e d e r a l G o v e r n m e n t i n t r o d u c e d i n 1 9 9 7 a
C o r p o r a t e L a w E c o n o m i c R e f o r m P r o g r a m ( C L E R P ) . T h i s t o o k t h e f o r m o f a s e r i e s
o f p o l i c y p a p e r s o r s t a t e m e n t s i s s u e d f o r i n t e r e s t e d s t a k e h o l d e r c o m m e n t s . A f t e r d u e
p r o c e s s , r e f o r m s w e r e p r o p o s e d a n d i n t i m e A A S w o u l d b e g i v e n l e g a l b a c k i n g .
6 8 0 R a h m a n ( 1 9 9 1 ) a l s o p r o v i d e d a b r i e f h i s t o r y o f s t a n d a r d s e t t i n g i n A u s t r a l i a , s u g g e s t i n g f o u r p h a s e s .
T h e s e w e r e f r o m 1 9 4 6 - 1 9 7 0 d u r i n g a t i m e h e t e r m e d ' p r o f e s s i o n a l g u i d a n c e ' ; f r o m 1 9 7 0 - 1 9 8 4 t h a t h e
t e r m e d ' p r o f e s s i o n a l s e l f - r e g u l a t i o n ' ; f r o m 1 9 8 4 - 1 9 9 5 t h a t h e t e r m e d ' m a n d a t o r y a c c o u n t i n g
s t a n d a r d s ' a n d f r o m 1 9 9 5 - o n w a r d s t h a t h e t e r m e d ' i n d e p e n d e n t s t a n d a r d s e t t i n g ' . H e d i d n o t i d e n t i f y
a n y c a t a l y s t s o r e v e n t s l e a d i n g t o a n y c h a n g e s b e t w e e n p h a s e s . C e r t a i n l y , a s s h o w n i n C h a p t e r s 2 t o 6 ,
o t h e r p h a s e s m a y b e u s e d .
6 8 1 A t t h e t i m e o f t h e c o m p l e t i o n o f t h i s t h e s i s m o v e s w e r e a f o o t t o d i s b a n d t h e V l O .
6 8 2 I n U S A , P r e v i t s e t a l , ( 2 0 0 3 , p 1 4 8 ) p o i n t o u t t h a t a s r e g a r d s t h e w o r k o f t h e c h i e f a c c o u n t a n t o f t h e
S E C , e a c h ' w a s a f f e c t e d b y s p e c i f i c e c o n o m i c a n d p o l i t i c a l e v e n t s w h i c h s h a p e d t h e m a r k e t p l a c e . '
T h e s e i n c l u d e d t w o t o p i c s o f i n t e r e s t t o t h i s s t u d y : t h e q u a l i t y o f g l o b a l f i n a n c i a l r e p o r t i n g a n d t h e
p r o c e s s b y w h i c h r e l a t e d s t a n d a r d s a r e e s t a b l i s h e d . A s m i g h t b e e x p e c t e d , t h e C F p r o j e c t w a s
e m p h a s i s e d ( P r e v i t s e t a i , p 1 5 6 - 1 5 7 ) .
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I n 1 9 9 9 , t h e F i n a n c i a l R e p o r t i n g C o u n c i l ( F R C ) w a s e s t a b l i s h e d a n d g i v e n t h e
r e s p o n s i b i l i t y f o r o v e r s i g h t o f t h e a c c o u n t i n g s t a n d a r d - s e t t i n g p r o c e s s f o r e n t i t i e s i n
t h e p r i v a t e , p u b l i c a n d n o t - f o r - p r o f i t s e c t o r s . L e g i s l a t i v e p r o v i s i o n s e x p r e s s l y l i m i t t h e
i n v o l v e m e n t o f t h e F R C i n t h e w o r k o f A A S B a s a w a y o f e n s u r i n g i n d e p e n d e n c e . A
c h a n g e i m p l e m e n t e d i n 2 0 0 0 a s a r e s u l t o f t h e C L E R P s a w t h e r e s t r u c t u r i n g o f t h e
a c t i v i t i e s o f A A R F t o c e n t r e o n t w o b o a r d s - t h e A u d i t i n g & A s s u r a n c e S t a n d a r d s
B o a r d ( A u A S B ) a n d t h e L e g i s l a t i o n R e v i e w B o a r d ( L R B ) .
T h a t b a s i c a l l y r e m a i n s t h e c a s e t o d a y a s r e g a r d s i n s t i t u t i o n a l t e n s i o n s ; b u t w h a t o f
i n f o r m a t i o n t e n s i o n s ? T h e s e a g a i n a r o s e w h e n d e b a t e o n ' t r u e a n d f a i r ' w a s r e v i s i t e d .
7 . 2 . 3 T r u e a n d f a i r v i e w r e v i s i t e d
K o h l e r ( 1 9 9 1 , p 5 6 ) c o m m e n t e d ( w i t h i n t h e c o n t e x t o f a w e l l - p u b l i c i s e d , u n e x p e c t e d
c o l l a p s e - S p e d l e y S e c u r i t i e s ) o n d e b a t e s o n f i n a n c i a l s t a t e m e n t s a n d t h e i r a u d i t .
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W a l d r o n ( C o h n , 1 9 9 1 , p 2 0 ) m a d e t h e d e f e n s i v e , p r o f e s s i o n a l p r a c t i t i o n e r r e s p o n s e
t h a t c o r p o r a t e c o l l a p s e s w e r e n o t c a u s e d b y e r r o r s i n t h e a u d i t . K o h l e r s u g g e s t e d t h a t
t h i s s i m p l y p e r p e t u a t e d a f u r p h y , a r g u i n g t h e w r o n g p o i n t ( o r a t d i s t i n c t l e v e l s o f
a b s t r a c t i o n ) . N o c a s e c o u l d b e m a d e t h a t a u d i t o r s h a d c a u s e d ' t h e r a s h o f c o r p o r a t e
c o l l a p s e s i n A u s t r a l i a o v e r t h e p a s t f e w y e a r s . ' I n s t e a d , K o h l e r a r g u e d f o r b e t t e r
a c c o u n t i n g s t a n d a r d s w h i c h i n t u r n w o u l d l e a d t o b e t t e r q u a l i t y i n f o r m a t i o n . t "
T h i s a r g u m e n t i s c o n s i s t e n t w i t h t h a t f o u n d i n e a r l i e r C h a p t e r s w h e r e o n e ' c o n t r o l ' o n
c o m p a n i e s ( e s p e c i a l l y p u b l i c o n e s ) w a s t h e r e q u i r e m e n t t o p r o v i d e u s e f u l o r
s e r v i c e a b l e f i n a n c i a l s t a t e m e n t s . A n o t h e r w a s t o h a v e t h e s e s t a t e m e n t s a u d i t e d b y
s o m e e x t e r n a l e n t i t y . B o t h t h e d i r e c t o r s / m a n a g e m e n t a n d t h e a u d i t o r w e r e t o m e e t t h e
' t r u e a n d f a i r ' q u a l i t a t i v e s t a n d a r d .
C i t i n g C h a m b e r s ( 1 9 9 l a ) , K o h l e r r e s t a t e d t h e c a s e t h a t a c c o u n t i n g w a s n o t a n e t h i c a l
o r m o r a l i s s u e b u t s i m p l y a s k i l l e d t a s k d e r i v e d f r o m l a w , a r i t h m e t i c a n d f a c t u a l
r e p o r t i n g . U n d e r C o C o A , a s s e t s w e r e t o b e s h o w n a t ' t r u e v a l u e s ( i . e . , s e l l i n g v a l u e s ) '
r a t h e r t h a n t h e v a l u e s c a l c u l a t e d u n d e r c o n v e n t i o n a l a c c o u n t i n g . I n t e r e s t i n g l y , l i t t l e
r e f e r e n c e i s m a d e t o l i a b i l i t i e s .
K o h l e r l a m e n t e d t h e s u g g e s t e d r e m o v a l o f ' t r u e a n d f a i r ' f r o m s t a t u t e s .
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H e
p r e f e r r e d t h e p h r a s e t o o v e r - r i d e i f n e c e s s a r y A A S . H e d i d a r g u e t h a t ' d e b t s o w e d ' - a
6 8 3 W e s t ( 2 0 0 3 , p 4 1 ) , ' R a t h e r t h a n r e s p o n d i n g t o t h e p r e f e r e n c e s o f c o n s u m e r s o r t h e d i r e c t i v e s o f
e x t e r n a l a g e n c i e s , t h e n a t u r e o f p r o f e s s i o n a l s e r v i c e s i s d e t e r m i n e d i n s u b s t a n c e b y p r o f e s s i o n a l s
t h e m s e l v e s . T h i s i s n o t t o i m p l y t h a t p r o f e s s i o n a l w o r k n e c e s s a r i l y p r o c e e d s i n a n u n d i s c i p l i n e d
m a n n e r a c c o r d i n g t o t h e w h i m s o f i n d i v i d u a l p r a c t i t i o n e r s . O n t h e c o n t r a r y , a c o g n i t i v e o v e r s i g h t i s
p r e s u m e d t o o p e r a t e , w i t h t h e b o u n d s o f a c c e p t a b l e t e c h n i c a l p r a c t i c e d e f i n e d b y t h e k n o w l e d g e b a s e
o f t h e p r o f e s s i o n . I t i s o n t h i s g r o u n d t h a t r e s p o n s i b i l i t y f o r e n s u r i n g t h e s e r v i c e a b i l i t y a n d q u a l i t y o f
p r o f e s s i o n a l s e r v i c e s i s t u r n e d o v e r t o t h e p r o v i d e r s o f t h o s e s e r v i c e s .
6 8 4 K o h l e r ( 1 9 9 1 , p 5 6 ) , ' A u d i t o r s a n d a c c o u n t i n g s t a n d a r d s a r e u n d e r a t t a c k f o r a f a i l u r e t o p r o p e r l y
i n f o r m s h a r e h o l d e r s a n d c r e d i t o r s a b o u t t h e p r o b l e m s : i t i s n o t a n a u d i t o r ' s j o b t o p r e v e n t a c o m p a n y
g e t t i n g i n t o t r o u b l e - i t i s h i s o r h e r j o b t o m a k e s u r e e v e r y b o d y k n o w s t h a t i t i s i n t r o u b l e . '
6 8 5 I n s t e a d , ' f i n a n c i a l s t a t e m e n t s a r e t o c o m p l y w i t h a c c o u n t i n g s t a n d a r d s , a n d t h a t ' s a l l . T h e r e h a s
b e e n l i t t l e a r g u m e n t a g a i n s t t h i s i d e a , m o s t l y b e c a u s e i t m e r e l y c o n f i r m s t h e d i s u s e i n t o w h i c h t h e
p h r a s e h a s l o n g s i n c e f a l l e n . B u t i t s t i l l a v o i d s t h e i s s u e . ' T h e p h r a s e w a s n o t l a t e r o m i t t e d f r o m t h e
s t a t u t e .
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l i a b i l i t y - b e i n c l u d e d f o r t h e s t a t e m e n t t o b e ' f a i r ' . W h i l e b r i e f d i s c u s s i o n o f ' c o n t r o l '
a s a c r i t e r i o n o f r e c o g n i t i o n w i t h i n a c o n s o l i d a t i o n c o n t e x t w a s f o u n d , t h e v a l u a t i o n o f
l i a b i l i t i e s w a s n o t r a i s e d .
T h e s u g g e s t e d r e m o v a l o f t h e p h r a s e f r o m C o m p a n y L a w w a s s u p g 0 r t e d b y
M c G r e g o r ( 1 9 9 2 ) . A f t e r a b r i e f o u t l i n e o f t h e h i s t o r i c a l d e v e l o p m e n t 6 o f t h a t
c o n c e p t , h e ( 1 9 9 2 , p 6 8 ) a g r e e d t h a t t h e c o n c e p t o f ' t r u e a n d f a i r ' v i e w a s f o u n d i n
A u s t r a l i a n a n d U K c o m p a n i e s l a w o v e r r o d e t h e m o r e s p e c i f i c f i n a n c i a l r e p o r t i n g
r e q u i r e m e n t s u n d e r l a w - t o c o m p l y w i t h l e g a l l y e n f o r c e a b l e a c c o u n t i n g s t a n d a r d s .
I t w a s a r g u e d b y s o m e i n t h e p r o f e s s i o n , i n c l u d i n g M c G r e g o r , t h a t t h e l e g a l b a c k i n g
o f a n y a p p r o v e d a c c o u n t i n g s t a n d a r d s m e a n t t h a t f i n a n c i a l r e p o r t i n g u s i n g t h o s e
s t a n d a r d s p r o v i d e d a d e q u a t e s a f e g u a r d s f o r e x t e r n a l s t a k e h o l d e r s . A r g u a b l y f o r a
t i m e , d i r e c t o r s h a d t w o c h o i c e s . F i r s t t h e y c o u l d c o m p l y w i t h a p p r o v e d a c c o u n t i n g
s t a n d a r d s , S c h e d u l e 7 o f t h e A c t a n d p r o v i d e a d d i t i o n a l i n f o r m a t i o n t o p r e s e n t a t r u e
a n d f a i r v i e w . S e c o n d t h e y m i g h t n o t c o m p l y w i t h a s t a n d a r d i f t h e y w e r e o f t h e
o p i n i o n t h a t t o d o s o w o u l d n o t p r e s e n t a t r u e a n d f a i r v i e w .
S i n c e ' t r u e a n d f a i r ' h a d n e v e r b e e n a u t h o r i t a t i v e l y d e f i n e d b y e i t h e r t h e a c c o u n t i n g
p r o f e s s i o n o r t h e c o u r t s , M c G r e g o r ( 1 9 9 2 , p 6 9 ) s u g g e s t e d ' i t h a s o f t e n b e e n e i t h e r
m i s u s e d - i n t h e s e n s e o f b e i n g u s e d t o j u s t i f y n o n - c o m p l i a n c e w i t h a c c o u n t i n g r u l e s
- o r e f f e c t i v e l y i g n o r e d - i n t h e s e n s e t h a t i t h a s b e e n a p p l i e d a s m e a n i n g c o n f o r m i t y
w i t h t h e m i n i m u m l e g a l r e q u i r e m e n t s . '
T e n s i o n s o n t h e m e a n i n g o f ' t r u e a n d f a i r ' c o n t i n u e d . t ' " M c G r e g o r ( 1 9 9 2 , p 6 9 ) u s e d
r e s e a r c h b y N o b e s a n d P a r k e r ( 1 9 9 1 ) t o i n f e r t h a t a r g u m e n t w o u l d n o t b e r e s o l v e d f o r
s o m e t i m e . T o s o m e , i t w a s a ' t r a n s c e n d e n t c o n c e p t ' t h a t w e n t b e y o n d s p e c i f i c
f i n a n c i a l r e p o r t i n g r u l e s a n d t h u s c a n n o t b e l i m i t e d b~ t h e m . T o o t h e r s i t m e a n t
m e r e l y c o m p l y i n g w i t h s p e c i f i c f i n a n c i a l r e p o r t i n g r u l e s . 8 8 H o w e v e r , t e n s i o n s r e m a i n
o n w h i c h ' f r a m e w o r k ' t o f o l l o w . C e r t a i n l y c o n v e n t i o n a l a c c o u n t i n g h a d b e e n f o u n d
w a n t i n g . N o t s u r p r i s i n g l y , C h a m b e r s a n d W o l n i z e r ( 1 9 9 0 ) a r g u e d C o C o A w o u l d b e a
m o r e a p p r o p r i a t e o n e .
6 8 6 A s s u g g e s t e d i n 6 . 3 . 1 , a m o r e l e n g t h y h i s t o r i c a l o u t l i n e o f t h e c o n c e p t i s f o u n d i n W o l n i z e r ( 1 9 8 5 ) ;
C h a m b e r s & W o l n i z e r ( 1 9 9 0 & 1 9 9 1 ) .
6 8 7 T h e d e b a t e c o n t i n u e s t o t h e p r e s e n t . C l a r k e e t a l ( 2 0 0 3 , p 3 9 ) , ' A u d i t o r s a r e i n a n i n v i d i o u s s i t u a t i o n
a s w e l l . T h e y a l s o a r e t o r e p o r t w h e t h e r t h e a c c o u n t s c o n f o r m t o t h e A c c o u n t i n g S t a n d a r d s a n d s h o w a
t r u e a n d f a i r v i e w o f t h e s a m e m a t t e r s o n w h i c h t h e d i r e c t o r s a r e t o r e p o r t a n d t h e a c c o u n t i n g r e c o r d s
a r e r e q u i r e d t o e x p l a i n . I t i s a c u r i o u s a r r a n g e m e n t . F o r , a r g u a b l y t h e p r e - 1 9 9 2 o v e r r i d e t h a t t h e
a c c o u n t s h a d t o c o n f o r m t o t h e S t a n d a r d s , s u b j e c t t o t h e m s h o w i n g a t r u e a n d f a i r v i e w , h a s b e e n
r e m o v e d f r o m t h e l a w a s a f i r s t o r d e r i m p e r a t i v e . A t l e a s t m a n y h a v e t h o u g h t t h i s t o b e s o . C o m p a n y
d i r e c t o r s a r e o n a h i d i n g t o n o t h i n g w h e n i t c o m e s t o t r u s t i n g t h e i r r e p u t a t i o n s t o t h e a c c o u n t i n g
s t a t e m e n t s f o r w h i c h t h e y a r e r e s p o n s i b l e . R e c e n t l y s e v e r a l l e a d i n g a c c o u n t a n t s a n d l a w y e r s h a v e
q u e s t i o n e d t h i s d o w n g r a d i n g o f t h e o v e r r i d e . ' S e e a l s o C o o k ( 1 9 9 7 ) ; S t a c y ( 1 9 9 7 ) ; D u n k & K i l g o r e
( 2 0 0 0 ) ; A l e x a n d e r & A r c h e r ( 2 0 0 3 ) ; E v a n s ( 2 0 0 3 ) ; D e a n ( 2 0 0 4 , 2 0 0 5 ) .
6 8 8 M c O r e g o r ( 1 9 9 2 , p 7 0 ) c o n c l u d e d , ' I n f a c t , t h e a m o r p h o u s n a t u r e o f t h e c o n c e p t d e f i e s d e f i n i t i o n i n
i t s o w n r i g h t . I t o n l y a c q u i r e s m e a n i n g w h e n a p p l i e d i n t h e c o n t e x t o f a s p e c i f i c f i n a n c i a l r e p o r t i n g
f r a m e w o r k . T h e n e x t s t e p t h e n i n t h e l e g i s l a t i v e r e f o r m p r o c e s s i s t o s p e c i f y a f i n a n c i a l r e p o r t i n g
f r a m e w o r k w h i c h i s m o r e d e f i n i t i v e . '
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M c G r e g o r ( 1 9 9 2 , p 7 0 ) t h o u g h t t h e a c c o u n t i n g p r o f e s s i o n w i s e i n n o t e m p l o y i n g t h e
c o n c e p t o f " t r u e a n d f a i r " i n i t s a u t h o r i t a t i v e l i t e r a t u r e . T h i s m a y b e s e e n a s p a r t o f a
d e f e n s i v e a p p r o a c h . T h e a c c o u n t i n g p r o f e s s i o n w a s t o p r o v i d e a n e x p l i c i t f i n a n c i a l
r e p o r t i n g f r a m e w o r k t o g u i d e a p r e p a r e r a n d a n a u d i t o r . T h e f o r m e r c a n p r e s e n t
f i n a n c i a l r e p o r t s i n a c c o r d a n c e w i t h t h a t f r a m e w o r k , w h i l e t h e l a t t e r c a n f o r m a n
i n d e p e n d e n t o p i n i o n o n t h o s e f i n a n c i a l r e p o r t s w i t h i n t h e c o n t e x t o f t h a t f r a m e w o r k .
N o t e t h e e m p h a s i s o n p r e p a r e r s a n d a u d i t o r s r a t h e r t h a n o t h e r s t a k e h o l d e r s . T h e
r e q u i r e m e n t f o r f i n a n c i a l s t a t e m e n t s t o p r e s e n t a t r u e a n d f a i r v i e w w o u l d b e r e p l a c e d
b y a r e q u i r e m e n t t o ' p r e s e n t f a i r l y t h e f i n a n c i a l p o s i t i o n a n d r e s u l t s o f o p e r a t i o n s o f
t h e c o m p a n l s i n a c c o r d a n c e w i t h S t a t e m e n t s o f A c c o u n t i n g C o n c e p t s a n d A c c o u n t i n g
S t a n d a r d s ' . 8 9
M c G r e g o r ( 1 9 9 2 , p 7 1 ) c o n c l u d e d t h e c o n c e p t o f ' t r u e a n d f a i r ' t o b e a n a c c o u n t i n g
a n a c h r o n i s m i n t o d a y ' s e n v i r o n m e n t . I n t e r e s t i n g l y , h e r e c a l l e d c o m m e n t s m a d e b y
B a x t ( 1 9 6 8 , p 3 0 9 ) i n a n a l y s i n g t h e c o n c e p t o f ' t r u e a n d f a i r v i e w ' . A t t h a t t i m e , w h e n
a m e n d m e n t s t o t h e t h e n U n i f o r m C o m p a n i e s A c t w e r e b e i n g d i s c u s s e d , B a x t a r g u e d
f o r a s t a t u t e t o l a y d o w n t h e a c c o u n t i n g p r i n c i p l e s u n d e r w h i c h t h e f i n a n c i a l
s t a t e m e n t s w e r e p r e p a r e d . T h e s e w o u l d m a k e t h e p h r a s e ' t r u e a n d f a i r v i e w '
r e d u n d a n t . M c G r e g o r a r g u e d t h a t p o i n t h a d b e e n r e a c h e d .
T h e r e f e r e n c e t o B a x t l e a d s t o o n e o f t h o s e ' u n f o r e s e e n c o n s e q u e n c e s ' . A s p o i n t e d o u t
i n C h a p t e r 6 , a t t h a t s t a g e B a x t w a s a c o l l e a g u e o f C h a m b e r s . I n d e e d , a s W o l n i z e r
( 1 9 8 5 , p 1 4 7 ) p o i n t e d o u t , b o t h B a x t ( 1 9 7 0 ) a n d C h a m b e r s ( 1 9 7 3 a ) a r g u e d a g a i n s t t h e
t e c h n i c a l i n t e r p r e t a t i o n . I t m i g h t e a s i l y b e i n f e r r e d t h a t B a x t ( a n d o f c o u r s e
C h a m b e r s ) w o u l d s e e C o C o A a s t h e w e l l - d e v e l o p e d f r a m e w o r k t o s e e w h a t
M c G r e g o r w o u l d t e r m t h e d e m i s e o f t h e c o n c e p t . C h a m b e r s w o u l d p r e f e r t o a r g u e ,
h o w e v e r , t h a t t h i s w o u l d s e e t h e t e c h n i c a l a n d t h e p o p u l a r m e a n i n g s b e c o m i n g
s y n o n y m o u s .
T h e l e n g t h y d e b a t e ( C h a p t e r s 4 - 6 ) o n t h e u s e o f t h e p h r a s e ' b a l a n c e s h e e t ' s a w t h e
s i t u a t i o n o f f i c i a l l y c h a n g e i n A u s t r a l i a . A A S B 1 0 4 0 ' S t a t e m e n t o f F i n a n c i a l P o s i t i o n '
d e a l s w i t h t h a t s t a t e m e n t w h i c h i s t h e t i t l e t o r e p l a c e t h e b a l a n c e s h e e t . I t s s t a t e d
p u r p o s e s a r e t o p r e s c r i b e t h e :
• b a s e s f o r t h e p r e s e n t a t i o n o f a s s e t s a n d l i a b i l i t i e s ,
• b a s e s f o r t h e c l a s s i f i c a t i o n o f t h o s e c a t e g o r i e s a n d e q u i t y ,
• p r e s e n t a t i o n a n d d i s c l o s u r e r e q u i r e m e n t s .
R e g a r d i n g t h e p r e s e n t a t i o n o f l i a b i l i t i e s , t h e g e n e r a l r u l e t h a t c u r r e n t l i a b i l i t i e s m u s t
b e p r e s e n t e d s e p a r a t e l y f r o m n o n - c u r r e n t l i a b i l i t i e s r e m a i n e d . H o w e v e r , p r e s e n t a t i o n
i s t o b e i n l i q u i d i t y o r d e r i f t h i s p r o v i d e s m o r e r e l e v a n t a n d r e l i a b l e i n f o r m a t i o n t h a n a
c u r r e n t / n o n - c u r r e n t p r e s e n t a t i o n . T h i s c o u l d b e t h e c a s e , f o r e x a m p l e , o f a r e p o r t i n g
e n t i t y o p e r a t i n g a s a f i n a n c i a l i n s t i t u t i o n . A l o n g - t e r m i n t e r e s t - b e a r i n g l i a b i l i t y t o b e
s e t t l e d w i t h i n t w e l v e m o n t h s i s t o b e c l a s s i f i e d a s n o n - c u r r e n t i f t h e o r i g i n a l t e r m w a s
f o r m o r e t h a n a y e a r a n d i f t h e e n t i t y i s c o m m i t t e d t o a n a g r e e m e n t t o r e f i n a n c e .
6 8 9 M c O r e g o r ( 1 9 9 2 , p 7 1 ) , ' A d o p t i o n i n t h e l e g i s l a t i o n o f t h i s f i n a n c i a l r e p o r t i n g f r a m e w o r k w i l l b r i n g
i t i n t o l i n e w i t h t h e a p p r o a c h a d o p t e d b y t h e a c c o u n t i n g p r o f e s s i o n . I t w i l l a l s o b e b r o a d l y c o n s i s t e n t
w i t h t h e a p p r o a c h e s f o l l o w e d i n C a n a d a a n d t h e U n i t e d S t a t e s . '
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I n c a s e s i n w h i c h a l o a n c o v e n a n t i s b r e a c h e d , f o r t h e l i a b i l i t y t o b e c l a s s i f i e d a s n o n -
c u r r e n t t h e l e n d e r m u s t a g r e e n o t t o d e m a n d r e p a y m e n t , f u r t h e r b r e a c h e s n o t p r o b a b l e
a n d t h e d a t e o f r e p a y m e n t b e i n g b e y o n d a y e a r . I f r e l a t i v e l y m i n o r t e c h n i c a l b r e a c h e s
o f l o a n c o v e n a n t s o c c u r , w h i c h s o m e t i m e s h a p p e n e d i n p r a c t i c e , t h e l o n g - t e r m d e b t
m a y n o t h a v e t o b e s h o w n a s c u r r e n t p r o v i d e d a s t a t e m e n t c a n b e o b t a i n e d f r o m t h e
l e n d e r t h a t p a y m e n t i s n o t d e m a n d e d . I f t h e s e m i n o r b r e a c h e s a r e o n g o i n g , t h e n t h e
d e b t c o v e n a n t s n e e d t o b e r e d r a f t e d .
W h e n c l a s s i f y i n g l i a b i l i t i e s , c o n s i d e r a t i o n i s t o b e g i v e n t o
• l i q u i d i t y ,
• e x t e n t t o w h i c h s e c u r i t y o r g u a r a n t e e i s p r o v i d e d ,
• e x p e c t e d t i m i n g o f r e p a y m e n t ,
• s o u r c e , a n d
• a n y c o n d i t i o n s a t t a c h e d .
A s s e t s a n d l i a b i l i t i e s m a y o n l y b e s e t _ o t r
9 0
w h e n r e q u i r e d b y a n o t h e r a c c o u n t i n g
s t a n d a r d .
I n t h e s t a t e m e n t o f f i n a n c i a l p o s i t i o n , c l a s s e s o f r e c o g n i s e d l i a b i l i t i e s m u s t b e
s e p a r a t e l y d i s c l o s e d :
• p a y a b l e s ,
• i n t e r e s t - b e a r i n g l i a b i l i t i e s ,
• t a x l i a b i l i t i e s , a n d
• p r o v i s i o n s .
F u r t h e r s u b - c l a s s i f i c a t i o n i s p o s s i b l e i n t h e s t a t e m e n t i t s e l f o r i n a c c o m p a n y i n g
n o t e s .
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T h e a d o p t i o n o f I A S i n 2 0 0 5 i n A u s t r a l i a s a w a r e v e r s i o n t o t h e u s e o f b a l a n c e s h e e t
a n d a r g u a b l y b a c k t o t h e t e r m i n o l o g y o f c o n v e n t i o n a l a c c o u n t i n g .
7 . 2 . 4 T h e I A S B F r a m e w o r k
F o l l o w i n g i n t e r e s t s h o w n a t t h e 1 9 7 2 W o r l d C o n g r e s s o f A c c o u n t a n t s , t h e
I n t e r n a t i o n a l A c c o u n t i n g S t a n d a r d s C o m m i t t e e ( I A S C ) w a s e s t a b l i s h e d o f w h i c h
A u s t r a l i a w a s a f o u n d e r m e m b e r . f " A l e n g t h y d e b a t e f o l l o w e d b e t w e e n i n t e r n a t i o n a l
a c c o u n t i n g s t a n d a r d h a r m o n i s a t i o n a n d u s e o f i n t e r n a t i o n a l a c c o u n t i n g s t a n d a r d s a s
6 9 0 A A S B 1 0 1 4 ' S e t O f f a n d E x t i n g u i s h m e n t o f D e b t ' r e q u i r e s s e t o f f i f a l e g a l r i g h t o f s e t o f f i s f o u n d
a n d t h e i n t e n t i o n i s t o s e t t l e o n a n e t b a s i s . S p e c i f i c r e q u i r e m e n t s a r e a l s o f o u n d i n A A S B 1 0 2 0
' I n c o m e T a x e s ' o n t h e s e t o f f o f t a x a s s e t s a n d t a x l i a b i l i t i e s .
6 9 \ C h a n g e s i n t h e s t a n d a r d r e l a t i v e t o t h e p r e v i o u s A A S B I 0 3 4 i n c l u d e : ' a c c o u n t s p a y a b l e ' i s n o w
r e f e r r e d t o a s ' p a y a b l e s ' , ' b o r r o w i n g s ' a r e r e f e r r e d t o a s ' i n t e r e s t - b e a r i n g b o r r o w i n g s ' , ' t a x l i a b i l i t i e s '
a r e a s e p a r a t e c a t e g o r y a n d i n c l u d e s a l l t a x l i a b i l i t i e s ( n o t o n l y i n c o m e t a x ) a n d ' p r o v i s i o n s '
s p e c i f i c a l l y e x c l u d e ' t a x l i a b i l i t i e s ' .
6 9 2 T h e I A S C a r o s e i n 1 9 7 3 ( F a g g o t t e r , 1 9 7 8 , p 1 7 5 ) f r o m d e c i s i o n s c o n s i d e r e d a t t h e 1 9 7 2 W o r l d
C o n f e r e n c e ( B a l m f o r d , 1 9 7 7 , p 5 4 7 ) . B o t h w r i t e r s w e r e m o r e c o n c e r n e d w i t h i n s t i t u t i o n a l a n d
p r o f e s s i o n a l i s s u e s a n d i t w o u l d t a k e s o m e y e a r s b e f o r e t h o s e c o n c e r n e d w i t h i n f o r m a t i o n t y p e o n e s
w o u l d b e e x a m i n e d .
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r e a d y - m a d e f o r a d o p t i o n i n a c o u n t r y . U p t o t h e e a r l y 2 0 0 0 s , A u s t r a l i a f o l l o w e d t h e
f o r m e r a p p r o a c h .
T h e f r a m e w o r k ( I A S B , 2 0 0 1 ; 2 0 0 3 , P 1 1 ) h a s a s i t s p u r p o s e ' t o f a c i l i t a t e t h e c o n s i s t e n t
a n d l o g i c a l f o r m u l a t i o n s o f I F R S s ' a n d t o p r o v i d e ' a b a s i s f o r t h e u s e o f j u d g e m e n t i n
r e s o l v i n g a c c o u n t i n g i s s u e s ' ( w w w . i a s b . o r g ) . A g a i n t h e r e a r e d i s t i n c t l e v e l s o f
a b s t r a c t i o n . t ' "
U n d e r P u r p o s e a n d S c o p e , d i s c u s s i o n i s b a s i c a l l y s i m i l a r t o t h a t o f t h e F A S B
f r a m e w o r k . S o m e i n s t i t u t i o n a l d i f f e r e n c e s a r e i d e n t i f i e d ( F A S A C , 2 0 0 4 c , p 2 - 3 ) , b u t
o f i n t e r e s t t o t h i s s t u d y i s P a r a 6 w h i c h i n t r o d u c e s t h e i d e a o f g e n e r a l p u r p o s e f i n a n c i a l
s t a t e m e n t s . K e y p o i n t s ( m e t p r e v i o u s l y i n C h a p t e r s 3 - 5 ) a r e a l s o m a d e :
• P a r a 7 - t h a t f i n a n c i a l s t a t e m e n t s f o r m o n l y p a r t o f t h e p r o c e s s o f f i n a n c i a l
r e p o r t i n g .
• P a r a I 0 - t h a t f i n a n c i a l s t a t e m e n t s c a n n o t m e e t a l l o f t h e i n f o r m a t i o n n e e d s o f
t h e u s e r s i d e n t i f i e d i n P a r a 9 , i n c l u d i n g m a n a g e m e n t ( p a r a I I ) .
T h i s a r g u a b l y d i f f e r s f r o m t h e F A S B C F , a s s u m m a r i s e d i n F i g u r e 7 . 2 . T h e I A S B
d e a l s w i t h f i n a n c i a l s t a t e m e n t s
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w h e r e a s t h e F A S B d e a l s w i t h g e n e r a l p u r p o s e
f i n a n c i a l r e p o r t s w h i c h i n c l u d e b o t h f i n a n c i a l a n d n o n - f i n a n c i a l i n f o r m a t i o n
( F A S A C , 2 0 0 4 c , p 4 ) . I n A u s t r a l i a , ' E t c ' m a y i n c l u d e t h e C o r p o r a t e G o v e r n a n c e
S t a t e m e n t r e q u i r e d f r o m l i s t e d c o m p a n i e s .
F i g u r e 7 . 2
E t c
N o n - f i n a n c i a l
i n f o r m a f i o n
F A S B
G e n e r a l p u r p o J f i n a n c i a l r e p o r t s
I I
F i n a n c i a l s t a t e m e n t s O t h e r f i n a n c i a l i n f o r m a t i o n
Pos~tion p e r f o L a n c e N~tes 1 - - - - - - - - ,
I I I I I
D i r e c t o r s ' R e p o r t M a n a g e m e n t D i s c u s s i o n
& A n a l y s i s
L - . - - - - - I A S B
6 9 3 T h e s e a r e : L e v e l 1 , P u r p o s e a n d S t a t u s ; S c o p e ; U s e r s a n d T h e i r I n f o r m a t i o n N e e d s , L e v e l 2 , T h e
O b j e c t i v e o f F i n a n c i a l S t a t e m e n t s , L e v e l 3 , U n d e r l y i n g A s s u m p t i o n s , L e v e l 4 , Q u a l i t a t i v e
C h a r a c t e r i s t i c s o f F i n a n c i a l S t a t e m e n t s , L e v e l S A , T h e E l e m e n t s o f F i n a n c i a l S t a t e m e n t s , L e v e l 5 B ,
R e c o g n i t i o n o f t h e E l e m e n t s o f F i n a n c i a l S t a t e m e n t s , L e v e l 5 C , M e a s u r e m e n t o f t h e E l e m e n t s o f
F i n a n c i a l S t a t e m e n t s a n d L e v e l 6 , C o n c e p t s o f C a p i t a l a n d C a p i t a l M a i n t e n a n c e .
6 9 4 T h e i n f o r m a t i o n p r o v i d e d i n t h e f i n a n c i a l s t a t e m e n t s i s t o a c h i e v e d v i a s t a t e m e n t s o f f i n a n c i a l
p o s i t i o n ( t h o u g h t h i s i n c l u d e s r e f e r e n c e t o e c o n o m i c r e s o u r c e s ) , p e r f o r m a n c e , c h a n g e s i n f i n a n c i a l
p o s i t i o n a n d n o t e s a n d s u p p l e m e n t a r y s c h e d u l e s .
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D i s c u s s i o n o f L e v e l 2 ( p a r a I 2 - 2 1 ) b e g i n s w i t h t h e o b j e c t i v e o f p r o v i d i n g ' i n f o r m a t i o n
a b o u t t h e f i n a n c i a l p o s i t i o n , p e r f o r m a n c e a n d c h a n g e s i n f i n a n c i a l p o s i t i o n o f a n
e n t e r p r i s e t h a t i s u s e f u l t o a r a n g e o f u s e r s i n m a k i n g e c o n o m i c d e c i s i o n s . ' A p o t e n t i a l
t e n s i o n a r i s e s a m o n g C F s f r o m t h e l i n k b e t w e e n u s e r s a n d ' e q u i t y ' . A n a r r o w
d e f i n i t i o n ( F A S A C , 2 0 0 4 a , p 4 - 5 ) i s u s e d t o s u g g e s t s h a r e h o l d e r s o n l y w h i l e a b r o a d e r
d e f i n i t i o n s u g g e s t s a r a n g e o f u s e r s . I n a l a t t e r s e c t i o n o n f i n a n c i a l i n s t r u m e n t s , t h i s i s
s h o w n t o h a v e i m p l i c a t i o n s f o r t h e d e f i n i t i o n o f ' l i a b i l i t y ' .
T h a t f i n a n c i a l s t a t e m e n t s d o n o t p r o v i d e a l l t h e i n f o r m a t i o n u s e r s m a y n e e d t o m a k e
e c o n o m i c d e c i s i o n s i s r e i n f o r c e d ( p a r a 1 3 ) . T w o r e a s o n s a r e p r o v i d e d . F i r s t , ' t h e y
l a r g e l y p o r t r a y t h e f i n a n c i a l e f f e c t s o f p a s t e v e n t s . ' I m p l i c i t l y , f u t u r e ( a n d s e l e c t e d
c o n t e m p o r a r y ) e f f e c t s m a y b e e x c l u d e d . S e c o n d , n e c e s s a r y n o n - f i n a n c i a l i n f o r m a t i o n
m a y n o t b e p r o v i d e d . T h i s i s s u e h a s s e e n t h e C F q u e s t i o n e d ( M c C r o s s a n , 2 0 0 5 ) ,
e s p e c i a l l y a s c o n s i s t e n c y i s s o u g h t t o t h e r e f e r e n c e t o e c o n o m i c d e c i s i o n s .
T h e C F i s s u g g e s t e d t o b e m o d i f i e d t o i n c l u d e ' c r e d i b l e s t a t i s t i c a l i n f o r m a t i o n ' . 6 9 5 I n
t h i s t h e s i s , i t i s a r g u e d t h a t s u c h d a t a i s p a r t o f a n e c o n o m i c C F w h i l e t h e f i n a n c i a l
C F , a s f o u n d f o r e x a m p l e u n d e r C o C o A , i s m o r e c o n s t r a i n e d . T h i s m o d i f i c a t i o n a l s o
h a s i m p l i c a t i o n s f o r o t h e r l e v e l s o f a C F .
T h e i d e a o f s t e w a r d s h i p ( m e t i n C h a p t e r s 2 - 5 ) i s l n t r o d u c e d . f " I t i s p o i n t e d o u t t h a t
u s e r s n e e d t o a s s e s s t h a t s t e w a r d s h i p i n a c o n t e x t o f t h e m a k i n g o f e c o n o m i c
d e c i s i o n s . I l l u s t r a t i o n s g i v e n a r e h o l d i n g o r s e l l i n g o f i n v e s t m e n t s a n d t o r e t a i n o r
r e p l a c e t h e m a n a g e m e n t - C h a m b e r s ' a d a p t a t i o n i s s u e .
T h a t e c o n o m i c d e c i s i o n s a r e t o b e m a d e a r e a g a i n s t r e s s e d ( p a r a 1 5 - 2 1 ) . I n c l u d e d i s
t h e d e v e l o p m e n t o f f i n a n c i a l i n d i c a t o r s o n f i n a n c i a l s t r u c t u r e a n d o f l i q u i d i t y a n d
s o l v e n c y ( p a r a 1 6 ) . A s r e g a r d s p e r f o r m a n c e , p r o f i t a b i l i t y i s s t r e s s e d , a g a i n i n a c o n t e x t
o f e c o n o m i c r e s o u r c e s . I t i s p o i n t e d o u t t h a t i n f o r m a t i o n a b o u t p e r f o r m a n c e i s
i m p o r t a n t t o p r e d i c t t h e c a p a c i t y t o g e n e r a t e c a s h f l o w s g i v e n t h e s t a t e d p o s i t i o n a n d
t o e v a l u a t e t h e e f f e c t i v e n e s s o f f u r t h e r i n v e s t m e n t . U n l i k e t h e r e c e n t A u s t r a l i a n
s t a n d a r d s , t h e b a l a n c e s h e e t i s s e e n t o b e s y n o n y m o u s w i t h a s t a t e m e n t o f f i n a n c i a l
p o s i t i o n a n d p e r f o r m a n c e i s r e p o r t e d i n a n i n c o m e s t a t e m e n t ( p a r a 1 9 ) .
U n d e r l y i n g A s s u m p t i o n s ( p a r a 2 2 - 2 3 ) r e f e r t o t h e a c c r u a l b a s i s
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a n d t h e g o i n g
c o n c e r n a s s u m p t i o n w h i c h a r e n o t e x p l i c i t l y l i s t e d i n F A S B f r a m e w o r k ( F A S A C ,
2 0 0 4 c , p S ) . T h e l a t t e r d i s c u s s e s t h e c o n v e n t i o n a l m e a s u r e m e n t o f e l e m e n t s a n d
6 9 5 M c C r o s s a n ( 2 0 0 5 , p l S ) , ' S h o u l d t h e c o n c e p t u a l f r a m e w o r k n o t f i r s t b e m o d i f i e d t o a c c o m m o d a t e
t h e u s e o f c r e d i b l e s t a t i s t i c a l i n f o r m a t i o n c o n s i s t e n t l y a n d e x p e r i e n c e g a i n e d w i t h t h e r e l i a b i l i t y o f
u s i n g t h e s e s t a t i s t i c a l l y c r e d i b l e p r o b a b i l i t i e s , b e f o r e a c h a n g e i s m a n d a t e d t o i n c o r p o r a t e p r o b a b i l i t i e s
t h a t w o u l d h a v e m u c h l e s s e r r e l i a b i l i t y ( a s i n t h e u s e o f " o w n c r e d i t r a t i n g " ) ?
' A l l o f t h e e x a m p l e s . _ _ i n v o l v e t o s o m e e x t e n t o r a n o t h e r e s t i m a t i n g c u s t o m e r s ' b e h a v i o u r ( i n t h e v e r y
b r o a d s e n s e i n c l u d i n g p r o b a b i l i t i e s o f i n a c t i o n / i n e r t i a , a n t i - s e l e c t i o n , m o r a l h a z a r d , d e a t h a n d
m o r b i d i t y ) . '
6 9 6 P a r a l 4 , ' F i n a n c i a l s t a t e m e n t s a l s o s h o w t h e r e s u l t s o f t h e s t e w a r d s h i p o f m a n a g e m e n t , o r t h e
a c c o u n t a b i l i t y o f m a n a g e m e n t f o r t h e r e s o u r c e s e n t r u s t e d t o i t . '
6 9 7 M c C r o s s a n ( 2 0 0 5 , p I 6 - 1 7 ) a r g u e s f o r a m o d i f i c a t i o n a s t h i s ' a p p e a r s s o l i d l y r o o t e d i n r e c o r d i n g t h e
p a s t r a t h e r t h a n i n r e c o g n i z i n g t h e l i k e l y c h a n g e s i n c o n t r o l o f e c o n o m i c r e s o u r c e s . . . t h a t f l o w f r o m
p a s t d e c i s i o n s . ' T h e l i k e l y c h a n g e s m a y i n c l u d e f u t u r e p r o b a b l e m a t t e r s .
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e x p l i c i t l y d i s c u s s e s n e i t h e r t h e a d a p t a t i o n n o t i o n o f C h a m b e r s n o r t h e c a p i t a l
m a i n t e n a n c e / s u s t a i n a b l i t y a r g u m e n t . T h e l a t t e r p o i n t i s b r i e f l y r a i s e d a t L e v e l 6 .
Q u a l i t a t i v e C h a r a c t e r i s t i c s o f F i n a n c i a l S t a t e m e n t s ( p a r a 2 4 - 4 6 ) a r e b a s i c a l l y s i m i l a r
t o t h o s e o f t h e F A S S ( F A S A C , 2 0 0 4 c , p 6 - 7 ) . I n t r o d u c e d a r e f o u r p r i n c i p a l
c h a r a c t e r i s t i c s .
• ' U n d e r s t a n d a b i l t y ' i n c o r p o r a t e s t h e a s s u m p t i o n t h a t u s e r s ( p a r a 2 5 ) ' h a v e a
r e a s o n a b l e k n o w l e d g e o f b u s i n e s s a n d e c o n o m i c a c t i v i t i e s a n d a c c o u n t i n g a n d
a w i l l i n g n e s s t o s t u d y t h e i n f o r m a t i o n w i t h r e a s o n a b l e d i l i g e n c e . ' T h i s h a s
i m p l i c a t i o n s f o r t h e t e r m i n o l o g y d e b a t e s t o b e m e t i n C h a p t e r 8 .
• ' R e l e v a n c e ' i s d i s c u s s e d w i t h i n t h e c o n t e x t o f e c o n o m i c d e c i s i o n - m a k i n g ( p a r
2 6 ) . A p r e d i c t i v e r o l e o f i n f o r m a t i o n a n d a c o n f i r m a t o r y o n e a r e s t a t e d t o b e
i n t e r r e l a t e d ( p a r a 2 7 ) . T h e c h a r a c t e r i s t i c s u b s u m e s t h e c o n c e p t o f m a t e r i a l i t y
( p a r a 2 9 - 3 0 ) .
• ' R e l i a b i l i t y ' i s d i s c u s s e d u n d e r a s e r i e s o f c h a r a c t e r i s t i c s o f a s i m i l a r n a t u r e .
698
T h e s e a r e i m p l i c i t l y o f a d i f f e r e n t l e v e l o f a b s t r a c t i o n - p e r h a p s t h e y m i g h t b e
t e r m e d s u b - c h a r a c t e r i s t i c s ? T h e y i n c l u d e ' f a i t h f u l r e p r e s e n t a t i o n ' ( p a r a 3 3 - 3 4 ) ,
' s u b s t a n c e o v e r f o r m ' ( p a r a 3 5 ) , ' n e u t r a l i t y ' ( p a r a 3 6 ) , ' p r u d e n c e ' ( p a r a 3 7 - t h e
c o n v e n t i o n a l a c c o u n t i n g p r i n c i p l e o f ' c o n s e r v a t i s m ' p e r h a p s ? ) a n d
' c o m p l e t e n e s s ' ( p a r a 3 8 ) .
• ' C o m p a r a b i l i t y ' i s d i s c u s s e d i n t h e c o n t e x t o f u s e r s ' a b i l i t y t o c o m p a r e
f i n a n c i a l s t a t e m e n t s f o r a n e n t i t y o v e r t i m e a n d t o b e a b l e t o c o m p a r e t h o s e
a m o n g e n t i t i e s . C o n s i s t e n c y i s s o u g h t ( p a r a 3 9 ) f o r a n e n t i t y o v e r t i m e a n d
a m o n g e n t i t i e s . S p e c i a l m e n t i o n i s m a d e o f a c c o u n t i n g p o l i c e s b e i n g d i s c l o s e d
( p a r a 4 0 ) a n d i f a c h a n g e i s m a d e , t h e e f f e c t s a r e t o b e d i s c l o s e d .
C o m p a r a b i l i t y i s n o t t o b e ( p a r a 4 1 ) c o n f u s e d w i t h u n i f o r m i t y - a s u g g e s t i o n
s o m e t i m e s m a d e a n d c h a n g e s p r o p o s e d i n d e v e l o p i n g a c c o u n t i n g p r i n c i p l e s ,
e s p e c i a l l y i n U S A .
T w o o t h e r s e c t i o n s a r e f o u n d r e g a r d i n g q u a l i t a t i v e c h a r a c t e r i s t i c s . T h e s e a r e t o t e m p e r
t h e p r i n c i p a l c h a r a c t e r i s t i c s :
1 . ' c o n s t r a i n t s o n r e l e v a n t a n d r e l i a b l e i n f o r m a t i o n ' w h i c h i n c o r p o r a t e
' t i m e l i n e s s ' ( p a r a 4 3 ) , ' b a l a n c e b e t w e e n b e n e f i t a n d c o s t ' ( p a r a 4 4 ) a n d
' b a l a n c e b e t w e e n q u a l i t a t i v e c h a r a c t e r i s t i c s ' ( p a r a 4 5 ) . 6 9 9
2 . ' t r u e a n d f a i r v i e w / f a i r p r e s e n t a t i o n ' .
L i t t l e m a y b e i n f e r r e d f r o m t h e l a t t e r , a l t h o u g h i m p l i c i t l y i t s e e m s t o h i n t a t a
t e c h n i c a l m e a n i n g . I t i s s u g g e s t e d ( p a r a 4 6 ) t h a t t h e a p p l i c a t i o n o f t h e q u a l i t a t i v e
c h a r a c t e r i s t i c s a n d a c c o u n t i n g s t a n d a r d s ' n o r m a l l y r e s u l t s i n f i n a n c i a l s t a t e m e n t s t h a t
6 9 8 M c C r o s s a n ( 2 0 0 5 , p I 7 ) , a s e x p e c t e d , q u e s t i o n e d t h i s d i s c u s s i o n . H e s u g g e s t e d a n e w p a r a g r a p h , ' T o
b e d e e m e d r e l i a b l e , i n f o r m a t i o n r e g a r d i n g f u t u r e e v e n t s c o n c e r n i n g c o n t r o l o f e c o n o m i c r e s o u r c e s
s h o u l d b e b a s e d o n a l l m a t e r i a l c u r r e n t c r e d i b l e p r o b a b i l i t y e s t i m a t e s o f f r e q u e n c y , m a g n i t u d e a n d
t i m i n g . I n t h e a b s e n c e o f r e l e v a n t c r e d i b l e e s t i m a t e s , t h e r e s h o u l d b e a p r e s u m p t i o n t h a t t h e
i n f o r m a t i o n i s p o t e n t i a l l y m i s l e a d i n g . '
6 9 9 T h i s i s s e e n a s a n a r e a f o r p r o f e s s i o n a l j u d g m e n t .
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c o n v e y w h a t i s g e n e r a l l y u n d e r s t o o d a s a t r u e a n d f a i r v i e w o f , o r a s p r e s e n t i n g f a i r l y
s u c h i n f o r m a t i o n . ' D e b a t e r e m a i n s a s t o t h a t g e n e r a l u n d e r s t a n d i n g . i ' "
T h e n e x t t h r e e s e c t i o n s d e a l w i t h f i n a n c i a l s t a t e m e n t s a t L e v e l S A - E l e m e n t s ( p a r a 4 7 -
8 1 ) , L e v e l s B - R e c o g n i t i o n o f e l e m e n t s ( p a r a 8 2 - 9 8 ) a n d L e v e l S C - m e a s u r e m e n t o f
e l e m e n t s ( p a r a 9 9 - 1 0 1 ) r e s p e c t i v e l y . L e v e l S A d e a l s w i t h t h e s t a t e m e n t s o f f i n a n c i a l
p o s i t i o n a n d p e r f o r m a n c e . I t b e g i n s ( p a r a 4 7 ) w i t h t h e c l a i m f i n a n c i a l s t a t e m e n t s
p o r t r a y t h e f i n a n c i a l e f f e c t s ( o r t r a n s a c t i o n a n d o t h e r e v e n t s ) , c l a s s i f y i n g t h e m
a c c o r d i n g t o t h e i r e c o n o m i c c h a r a c t e r i s t i c s . T h i s i s c o n s i s t e n t w i t h t h e a r g u m e n t t h a t
f i n a n c i a l i s a s u b s e t o f e c o n o m i c b u t i t m a y a l s o b e i n f e r r e d t h a t c o n v e n t i o n a l
a c c o u n t i n g a l s o i s a s u b s e t o f e c o n o m i c .
A s s e t s , l i a b i l i t i e s a n d o w n e r s ' e q u i t y a r e t h e e l e m e n t s t o b e m e a s u r e d t o p r e s e n t
' f i n a n c i a l p o s i t i o n i n t h e b a l a n c e s h e e t ' . T h i s s u g g e s t s t h a t f i n a n c i a l p o s i t i o n a n d
b a l a n c e s h e e t a r e s y n o n y m s . T h a t t h i s i s n o t s o i s s h o w n i n l a t e r - a n d p o s s i b l y
i n c o n s i s t e n t - a r g u m e n t . T h e e l e m e n t s o f p e r f o r m a n c e a r e i n c o m e ( r a t h e r t h a n
r e v e n u e ) a n d e x p e n s e .
T h e e l e m e n t s o f p o s i t i o n a r e d e f i n e d ( p a r a 4 9 ) i n a w a y b a s i c a l l y s i m i l a r t o t h a t o f
F A S B ( F A S A C , 2 0 0 4 c , p 6 ) . 7 0 1 T h a t o f l i a b i l i t i e s r e a d s , ' A l i a b i l i t y i s a p r e s e n t
o b l i g a t i o n o f t h e e n t e r p r i s e a r i s i n g f r o m p a s t e v e n t s , t h e s e t t l e m e n t o f w h i c h i s
e x p e c t e d t o r e s u l t i n a n o u t f l o w f r o m t h e e n t e r p r i s e o f r e s o u r c e s e m b o d y i n g e c o n o m i c
b e n e f i t s . ' M c C r o s s a n ( 2 0 0 5 , p 1 8 ) w o u l d i n c o r p o r a t e ' u s i n g a l l c u r r e n t c r e d i b l e
m a t e r i a l i n f o r m a t i o n w h e n e s t i m a t e s a r e m a d e . ' I t i s s u g g e s t e d t h a t b o t h f r a m e w o r k s
f a c e p r o b l e m s r e g a r d i n g ' l i a b i l i t i e s ' ( F A S A C , 2 0 0 4 b ) . T h i s w i l l b e r e t u r n e d t o i n
S e c t i o n 8 . 4 .
T h e l A S B f r a m e w o r k t h e n p o i n t s o u t ( p a r a s O ) t h a t t h i s d e f i n i t i o n ( f o r f i n a n c i a l
p o s i t i o n ) d o e s n o t a p p l y n e c e s s a r i l y t o a b a l a n c e s h e e t . T h e r e a s o n i n g i s t h e
a p p l i c a t i o n o f r e c o g n i t i o n c r i t e r i a ( L e v e l s B ) . F i g u r e 7 . 3 h i g h l i g h t s t h e a r g u m e n t .
F i g u r e 7 . 3
F i n a n c i a l p o s i t i o n [ i n c l u d e s ] L i a b i l i t y a s d e f i n e d
B a l a n c e S h e e t [ i n c l u d e s ] L i a b i l i t y a s r e c o g n i s e d
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C l a r k e e t a l ( 2 0 0 3 , p 3 0 6 ) , ' V i r t u a l l y e v e r y b o d y w i l l h a v e e x p e r i e n c e d c a l c u l a t i n g t h a t w a y i n r e s p e c t
o f t h e i r o w n f i n a n c i a l a f f a i r s , b u s i n e s s o r h o u s e h o l d , w h e n t h e y d e s i r e u s e a b l e f i n a n c i a l i n f o r m a t i o n a s
a b a s i s o f p e r i o d i c a s s e s s m e n t a n d e v a l u a t i o n . I t d o e s n o t r e q u i r e t h e i n v e n t i o n o f a s p e c i a l " c o n c e p t u a l
f r a m e w o r k " . T o e v e r y b o d y w h o h a s p u r c h a s e d a n d s o l d , h a n d l e d m o n e y , f a c e d p r i c e s a n d p r i c e
s t r u c t u r e s , e x p e r i e n c e d t h e d i f f e r e n t i a l i m p a c t o f c h a n g i n g p r i c e s a n d p r i c e l e v e l s , s u c h t h i n g s a r e
u n e x c e p t i o n a l , c o m m o n c o m m e r c i a l k n o w l e d g e , n o t p e c u l i a r t o a c c o u n t i n g . '
7 0 1 M c C r o s s a n ( 2 0 0 5 , p I 8 ) s u g g e s t s a m a j o r c h a n g e h e r e , ' E x p e c t a t i o n s . . . s h o u l d b e b a s e d o n a l l
m a t e r i a l c u r r e n t c r e d i b l e p r o b a b i l i t y e s t i m a t e s . ' F o r a s s e t s , h e s u g g e s t s , ' H o w e v e r , w h i l e p h y s i c a l f o r m
i s n o t e s s e n t i a l t o t h e e x i s t e n c e o f a n a s s e t , i n t h e a b s e n c e o f p h y s i c a l f o r m w h e n t h e a s s e t i s a n
e x p e c t a t i o n o f a f u t u r e e c o n o m i c r e s o u r c e , c u r r e n t c r e d i b l e e s t i m a t e s c o n c e r n i n g f r e q u e n c y , m a g n i t u d e
a n d t i m i n g o f a n y f u t u r e e c o n o m i c r e s o u r c e s t h a t a r i s e f r o m p a s t t r a n s a c t i o n s o r o t h e r p a s t e v e n t s a r e
e x p e c t e d . '
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W h e n a p p l y i n g t h e d e f i n i t i o n ( p a r a 5 1 ) , ' a t t e n t i o n n e e d s t o b e g i v e n t o i t s u n d e r l y i n g
s u b s t a n c e a n d e c o n o m i c r e a l i t y a n d n o t m e r e l y i t s l e g a l f o r m . ' F i g u r e 7 . 4 h i g h l i g h t s
t h a t a r g u m e n t .
F i g u r e 7 . 4
A p p l i c a t i o n o f d e f i n i t i o n = f ( l e g a l f o r m , u n d e r l y i n g s u b s t a n c e , e c o n o m i c
r e a l i t y ) .
N o d i s c u s s i o n o f t h e s e i n d e p e n d e n t v a r i a b l e s i s
p r o v i d e d .
T h e d e f i n i t i o n s a r e e l a b o r a t e d o n i n l a t e r p a r a g r a p h s . A s r e g a r d s l i a b i l i t y , t h e t e r m
o b l i g a t i o n i s s e e n ( p a r a 6 0 ) a s ' a d u t y o r r e s p o n s i b i l i t y t o a c t o r p e r f o r m i n a c e r t a i n
w a y . ' S o m e s u c h a c t i o n s / p e r f o r m a n c e s a r e l e g a l l y e n f o r c e a b l e - b y c o n t r a c t o r
s t a t u t e . O t h e r s a r e o f a m o r a l / e q u i t a b l e t y p e - b y c u l t u r e , c u s t o m , e t h i c s o r n o r m a l
b u s i n e s s p r a c t i c e s . A t i m e f r a m e i s a l s o i m p o r t a n t ( p a r a 6 1 ) . P r e s e n t o b l i g a t i o n s
a r i s i n g f r o m p a s t t r a n s a c t i o n s o r e v e n t s ( p a r a 6 3 ) a r e l i a b i l i t i e s .
A p p l i c a t i o n o f t h e d e f i n i t i o n v a r i e s a c c o r d i n g t o a n o t h e r v a r i a b l e - t h e d e g r e e o f
e s t i m a t i o n i n r e l a t e d m e a s u r e m e n t . T h i s ( p a r a 6 4 ) i s l i n k e d t o t h e t e r m ' p r o v i s i o n s ' . I t
i s p o i n t e d o u t t h a t s o m e c o u n t r i e s h a v e a n a r r o w e r d e f i n i t i o n o f l i a b i l i t y w h i c h
e x c l u d e s a n y e s t i m a t i o n . O t h e r s , i n c l u d i n g t h a t u s e d h e r e i n t h e I A S B F r a m e w o r k
( p a r a 6 4 ) , f o l l o w a b r o a d e r d e f i n i t i o n .
T h e e l e m e n t s o f p e r f o r m a n c e - i n c o m e a n d e x p e n s e - a r e d e f i n e d ( p a r a 7 0 ) i n p a r t i n
t e r m s o f c h a n g e s i n t h e a m o u n t s o f l i a b i l i t i e s . I t i s p o i n t e d o u t ( p a r a 7 7 ) t h a t i n c o m e
m a y r e s u l t f r o m t h e s e t t l e m e n t o f l i a b i l i t i e s - a m o o t p o i n t t o b e r e t u r n e d t o i n 8 . 4 .
A s r e g a r d s C a p i t a l M a i n t e n a n c e A d j u s t m e n t s . i ' " t h e r e v a l u a t i o n o r r e s t a t e m e n t o f
a s s e t s o r l i a b i l i t i e s ( p a r a 8 1 ) m e e t s p r i m a f a c i e t h e d e f i n i t i o n o f i n c o m e o r e x p e n s e .
H o w e v e r , i t i s p o i n t e d o u t t h a t u n d e r s o m e c o n c e p t s o f c a p i t a l , t h e s e i t e m s m a y b e
i n c l u d e d w h o l l y ( C C A ) o r p a r t l y ( C o C o A ) i n e q u i t y a s a c a p i t a l m a i n t e n a n c e
a d j u s t m e n t r e s e r v e .
D i s c u s s i o n o f r e c o g n i t i o n p r o v i d e s t h e r e a s o n i n g f o r i t e m s t o a p p e a r i n t h e f i n a n c i a l
s t a t e m e n t s . A s r e g a r d s l i a b i l i t i e s , t h i s i s p a r t o f a b a l a n c e s h e e t - n o t n e c e s s a r i l y a
s t a t e m e n t o f f i n a n c i a l p o s i t i o n ( p a r a 8 2 ) . A s h i g h l i g h t e d i n F i g u r e 7 . 5 , a s w e l l a s t h e
i n d e p e n d e n t v a r i a b l e s o f t h e a p p l i c a t i o n o f d e f i n i t i o n ( F i g u r e 7 . 4 ) , t w o o t h e r v a r i a b l e s
( p a r a 8 3 ) a r e i n t r o d u c e d - p r o b a b i l i t y o f f u t u r e e c o n o m i c b e n e f i t , r e l i a b i l i t y o f
m e a s u r e m e n t .
7 0 2 C l a r k e e t a t ( 2 0 0 3 , p 2 7 8 ) , ' T h e k e y f e a t u r e s o f h i s C o C o A s y s t e m a r e : a l l a s s e t s w i l l b e s t a t e d a t
t h e i r c u r r e n t c a s h e q u i v a l e n t ( f o r v e n d i b l e p h y s i c a l a s s e t s g e n e r a l l y b e s t i n d i c a t e d b y t h e i r m a r k e t
s e l l i n g p r i c e s a t t h e r e p o r t i n g d a t e ) ; i n c o m e i s a l l - i n c l u s i v e , i n c l u d i n g a l l g a i n s a n d l o s s e s a r i s i n g i n t h e
w o r t h o f a s s e t s d u r i n g t h e p e r i o d u n d e r r e v i e w . G a i n s a n d l o s s e s i n t h e g e n e r a l p u r c h a s i n g p o w e r o f
m o n e y a r e b r o u g h t i n t o t h e i n c o m e c a l c u l a t i o n b y m e a n s o f a n a n n u a l c a p i t a l m a i n t e n a n c e a d j u s t m e n t .
A c c o r d i n g l y , a l l i n t e r - c o r p o r a t e a n d o t h e r i n v e s t m e n t s w o u l d b e s t a t e d a t t h e i r c u r r e n t c a s h e q u i v a l e n t s
- t h a t i s , t h e y w o u l d b e m a r k e d - t o - m a r k e t . '
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B o t h a r e b r i e f l y d i s c u s s e d ( p a r a 8 S a n d p a r a s 8 6 - 8 8 r e s p e c t i v e l y ) . I f t h e c r i t e r i a a r e
u n a b l e t o b e m e t , t h e n r e s o r t i s t o b e h a d t o ' t h e n o t e s , e x p l a n a t o r y m a t e r i a l o r i n
s u p p l e m e n t a r y s c h e d u l e s . ' H o w e v e r , i s s u e s l i k e t h e w e i g h t i n g t o b e p l a c e d a m o n g
e v e n t h o s e t w o v a r i a b l e s a r e l a c k i n g .
F i g u r e 7 . 5
A p p l i c a t i o n o f r e c o g n i t i o n = f ( a p p l i c a t i o n o f d e f i n i t i o n , p r o b a b i l i t y o f
f u t u r e e c o n o m i c b e n e f i t , r e l i a b i l i t y o f
m e a s u r e m e n t )
= f l : l e g a l f o r m , u n d e r l y i n g s u b s t a n c e , e c o n o m i c
r e a l i t y , p r o b a b i l i t y , r e l i a b i l i t y ) .
T h e a r g u m e n t t h e n m o v e s t o p a r t i c u l a r l i a b i l i t i e s ( p a r a 9 1 ) . T h e c a s e o f e q u a l l y
p r o p o r t i o n a t e l y u n p e r f o r m e d c o n t r a c t s i s b r i e f l y r a i s e d b u t l i t t l e i s e x p l i c i t l y
c o n c l u d e d .
I n t h e d i s c u s s i o n o f L e v e l S C ( p a r a 9 9 - 1 0 1 ) , f o u r b a s e s o f m e a s u r e m e n t a r e
m e n t i o n e d ,
• h i s t o r i c a l c o s t ,
• c u r r e n t c o s t ,
• r e a l i s a b l e ( s e t t l e m e n t ) v a l u e , a n d
• p r e s e n t v a l u e .
T h e t h i r d b a s i s i s a v a r i a t i o n o n C o C o A a n d w i l l b e f u r t h e r d i s c u s s e d i n C h a p t e r 8 .
D i s c u s s i o n a t t h i s l e v e l i s b a s i c a l l y s i m i l a r t o t h a t o f t h e F A S B , t h o u g h i s s u e s l i k e d e -
r e c o g n i t i o n a n d o f m e a s u r e m e n t r e m a i n ( F A S A C , 2 0 0 4 c , p 7 - 8 ) .
D i s c u s s i o n o f L e v e l 6 b e g i n s w i t h t h e v a r i o u s c o n c e p t s o f c a p i t a l . T h e s e a r e d i v i d e d
i n t o f i n a n c i a l c a p i t a l ( a l s o a d o p t e d b y F A S B ) a n d p h y s i c a l c a p i t a l . T h e f o r m e r i s i n
t u r n d i v i d e d i n t o i n v e s t e d ( o r n o m i n a l ) m o n e y a n d i n v e s t e d p u r c h a s i n g p o w e r
( p a r a I 0 2 - 1 0 3 ) . N o m i n a l m o n e t a r y u n i t s , u n i t s o f c o n s t a n t p u r c h a s i n g p o w e r o r
p h y s i c a l p r o d u c t i v e c a p a c i t y / o p e r a t i n g c a p a b i l i t y a r e t o b e m a i n t a i n e d , d e p e n d i n g o n
t h e c o n c e p t a d o p t e d . I t i s p o i n t e d o u t ( p a r a 1 0 3 ) t h a t m e a s u r e m e n t d i f f i c u l t i e s a r e
f o u n d i n a t t e m p t i n g t o m a k e t h e t h i r d m e t h o d o p e r a t i o n a l . I t i s u s u a l l y ( p a r a I 0 6 )
d i s c u s s e d w i t h i n t h e c o n t e x t o f C C A . T h e p r o b l e m o f c h o i c e a m o n g t h e f o u r b a s e s i s
b a s i c a l l y u n r e s o l v a b l e a s s h o w n ( p a r a l l 0 ) b y t h e c o n c l u d i n g c o m m e n t s i n w h i c h t h e
v a r i o u s m o d e l s ( i n c l u d i n g C o C o A ) a r e s i m p l y i n t r o d u c e d .
I n d e v e l o p i n g C o C o A , C h a m b e r s ( 1 9 7 8 , p 1 2 2 ) u s e d a n o t a t i o n w h i c h i n c l u d e d h i s
d e f i n i t i o n o f c a p i t a e 0
3
a n d h o w i t w a s t o b e m a i n t a i n e d .
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T h e n o t a t i o n d e m o n s t r a t e d
t h e c o n s e q u e n c e s o f c h a n g e s i n
7 0 3 C h a m b e r s ( l 9 6 6 a , p I 2 2 ) , ' T h e c a p i t a l o f a n e n t i t y i s i t s u n r e s t r i c t e d s t o c k o f a s s e t s . ' I t i s m a i n t a i n e d
b y a p p l y i n g t o t h a t c a p i t a l ( p 2 5 6 ) t h e r e l a t i v e c h a n g e i n t h e g e n e r a l p r i c e i n d e x b e t w e e n [ t h e s t a r ! o f t h e
p e r i o d ] a n d [ t h e e n d o f t h e p e r i o d ] ' . T h e l a t e r i s d e s i g n a t e d a s t h e ' c a p i t a l m a i n t e n a n c e a d j u s t m e n t ' a n d
r e c o g n i s e d a s a n e x p e n s e .
7 0 4 C h a m b e r s ( 1 9 7 8 , p 1 2 2 ) , ' I n 1 9 6 1 I d e v i s e d a n o t a t i o n f o r d e a l i n g i n g e n e r a l s y m b o l i c t e r m s w i t h t h e
f e a t u r e s o f t h e f i n a n c i a l p o s i t i o n a n d c h a n g e s i n t h e f i n a n c i a l p o s i t i o n o f a f i r m f r o m t i m e t o t i m e . T h e
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• p r i c e s o f a s s e t s , a n d
• p r i c e s i n g e n e r a l .
H i s n o t a t i o n w a s t o p r o v i d e r i g o u r t o t h e l e v e l o f d e b a t e f o u n d i n t h e l i t e r a t u r e .
C h a m b e r s a p p l i e d t h e a r g u m e n t t o t h e f i n a n c i a l p o s i t i o n s t a t e m e n t w h i c h i n c l u d e d
• t h e c u r r e n t c a s h e q u i v a l e n t o f a s s e t s , a n d
• t h e a m o u n t o f l i a b i l i t i e s .
B o t h g r o u p s w e r e e x p r e s s e d i n t h e a m o u n t s a t t h e s t a t e d d a t e . N o t e t h a t C h a m b e r s
s a w l i a b i l i t i e s a t [ c o n t r a c t u a l ] a m o u n t s r a t h e r t h a n t h e m b e i n g m a r k e t a b l e i t e m s .
7 0 5
T h i s i s s u e i s f u r t h e r a n a l y s e d i n C h a p t e r 8 . H o w e v e r , a n a d j u s t m e n t w a s r e q u i r e d t o
a l l o w f o r c h a n g e s i n t h e m o n e y u n i t d u r i n g t h e p e r i o d , w h i c h C h a m b e r s i n c o r p o r a t e d
i n t o t h e a r g u m e n t . 7 0 6
T h e n o t a t i o n w a s c o p i e d b y C C A p r o p o n e n t s M a t h e w s ( 1 9 6 5 ; 1 9 6 7 ; 1 9 6 8 ) a n d
G y n t h e r ( 1 9 6 6 ; 1 9 7 0 ) a n d u s e d i n d e b a t e . T h e e x c h a n g e w i t h M a t h e w s l e d t o s o m e
r e f i n e m e n t o f C h a m b e r s ' a r g u m e n t /
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b u t i n i t s a p p l i c a t i o n t o C C A , C h a m b e r s
i d e n t i f i e d v a r i o u s f a l l a c i e s .
7 0 s
T h e u s e b y G y n t h e r t o o w a s s h o w n t o b e f a l l a c i o u s .
7 0 9
C h a m b e r s e x a m i n e d G y n t h e r ' s a r g u m e n t i n m o r e d e t a i l a s r e g a r d s t h e
• t r e a t m e n t o f l i a b i l i t i e s ,
• n a t u r e o f l o n g - t e r m l i a b i l i t i e s ,
o b j e c t o f t h e n o t a t i o n w a s t o g i v e r i g o u r t o t h e d e m o n s t r a t i o n o f t h e c o n s e q u e n c e s o f c h a n g e s i n t h e
p r i c e s o f a s s e t s a n d c h a n g e s i n t h e g e n e r a l p u r c h a s i n g p o w e r o f m o n e y . M u c h o f t h e " a r g u m e n t "
o c c u r r i n g i n t h e e x p o s i t i o n s o f a c c o u n t i n g w a s c h a r a c t e r i z e d b y a d h o c s u p p l e m e n t s t o s t a t e d ( o f t e n
v a g u e l y s t a t e d ) g e n e r a l r u l e s . O n e w a y o f c u t t i n g t h r o u g h t h e l a b y r i n t h i s t o r e d u c e t h e e l e m e n t s o f t h e
m a t t e r t o t h e i r s i m p l e s t f o r m , a n d t o d e r i v e r e s u l t s f r o m s t i p u l a t e d p r e m i s e s b y e x p l i c i t r e a s o n i n g . T h a t
i s t h e m e t h o d o f e x p l i c a t i o n u s e d i n o t h e r f i e l d s , f r o m f o r m a l l o g i c a n d m a t h e m a t i c s t o n a t u r a l s c i e n c e
a n d e c o n o m i c s . '
7 0 5 C h a m b e r s ( 1 9 7 8 , p I 2 7 ) , ' N o p r o b l e m s a r i s e i n r e s p e c t o f b a l a n c e s h e e t a m o u n t s a t a s t a t e d d a t e ; f o r
a l l a m o u n t s d i s c o v e r e d t o b e i n d i c a t i v e o f t h e c u r r e n t c a s h e q u i v a l e n t s o f a s s e t s a n d t h e a m o u n t s o f
l i a b i l i t i e s a r e e x p r e s s e d i n t h e m o n e y u n i t o f g e n e r a l p u r c h a s i n g p o w e r a t t h a t d a t e . B u t w h e r e a
d i f f e r e n c e , s u c h a s i n c o m e , i s t o b e f o u n d b y r e f e r e n c e t o m e a s u r e m e n t s a t s u c c e s s i v e d a t e s a t w h i c h
t h e m o n e y u n i t i s n o t i n a l l r e s p e c t s t h e s a m e u n i t , a n a d j u s t m e n t m u s t b e m a d e t o o n e o r o t h e r o f t h e
i n i t i a l a n d t e r m i n a l m e a s u r e s . '
7 0 6 C h a m b e r s ( 1 9 7 8 , p I 2 9 ) , ' B y e a r l y 1 9 6 9 i t o c c u r r e d t o m e t h a t t h e a s s u m p t i o n o f a " t r a n s a c t i o n l e s s
p e r i o d " c o u l d b e a b a n d o n e d . U n d e r t h e c a s h e q u i v a l e n t o r m o n e y e q u i v a l e n t r u l e , w e h a v e a s e t o f
m e a s u r e d a m o u n t s a t t l e x p r e s s e d i n a c o m m o n d e n o m i n a t o r . W h a t e v e r m a y h a v e o c c u r r e d i n t h e
i n t e r v a l i s c a p t u r e d b y t h e d i f f e r e n c e . '
7 0 7 D e b a t e d e a l t w i t h ' m o r e t h a n f o r m a l d i f f e r e n c e s ' ( C h a m b e r s , 1 9 6 7 0 , p 2 1 5 ) , b u t f u r t h e r a n a l y s i s h e r e
i s b e y o n d t h e s c o p e o f t h i s t h e s i s .
7 0 S C h a m b e r s ( 1 9 7 8 , p I 2 3 ) , ' A s h o r t - c u t i d e n t i f i c a t i o n o f f a l l a c i e s o r s o l e c i s m s w i l l m a k e i t p o s s i b l e t o
d e s i g n a t e t h e k i n d s o f p r o b l e m s w h i c h h a v e a r i s e n i n t h e l i t e r a t u r e . T h e y a r e b a s e d o n c e r t a i n l o g i c a l o r
p r a c t i c a l c o n s i d e r a t i o n s o r i m p e r a t i v e s . I t i s p r e s u m e d t h a t w e a r e s e e k i n g a r i g o r o u s l y s p e c i f i e d s y s t e m
o f w h i c h t h e o p e r a t i o n s o f a d d i t i o n , s u b t r a c t i o n a n d r e l a t i o n a r e n e c e s s a r y e l e m e n t s . W e s h a l l r e f e r t o
" a d d i t i o n " , a s s u b s u m i n g s u b t r a c t i o n a n d r e l a t i o n . '
7 0 9 C h a m b e r s ( 1 9 7 8 , p I 2 3 ) , ' T h e f o r m u l a t i o n o f S t a g e I ( 1 9 6 1 ) w a s a d a p t e d b y G y n t h e r [ 1 9 6 6 ] i n t h e
s e t t i n g o f a d v o c a c y o f a f o r m o f c u r r e n t c o s t a c c o u n t i n g . A s d i d M a t h e w s , G y n t h e r u s e d N a s
r e p r e s e n t i n g t h e c o s t s o f n o n - m o n e t a r y a s s e t s . F o r r e a s o n s a l r e a d y g i v e n , t h e i n i t i a l a n d t e r m i n a l
e x p r e s s i o n s r e p r e s e n t i n g b a l a n c e s h e e t s a r e e x a m p l e s o f t h e f a l l a c y o f h e t e r o g e n e o u s a g g r e g a t i o n . '
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• e m p i r i c a l v a l i d i t y o f t h e i d e a o f ' p h y s i c a l c a p i t a l ' .
C h a m b e r s t o o k i s s u e w i t h G y n t h e r ' s u s e o f o n l y c u r r e n t l i a b i l i t i e s i n h i s
c a l c u l a t i o n s . ? ! " G y n t h e r w a s c e r t a i n l y t r y i n g t o m i n i m i s e a n y ' g a i n ' o n l i a b i l i t i e s i n
t i m e s o f r i s i n g p r i c e s . C h a m b e r s c h a l l e n g e d t h e l o g i c a l c o n s i s t e n c y o f t h e a r g u m e n t .
H e p o i n t e d o u t t h a t a s l o n g - t e r m d e b t d i f f e r e d f r o m s h a r e h o l d e r c o n t r i b u t i o n s b o t h i n
l a w a n d i n f i n a n c i a l e f f e c t , G y n t h e r h a d e r r e d i n h i s i d e n t i f i c a t i o n o f t h o s e
e l e m e n t s . " !
A s r e g a r d s t h e i d e a o f a p h y s i c a l c a p i t a l , C h a m b e r s d r e w o n t h e w o r k o f H i c k s
( 1 9 4 6 ) . 7 1 2 T h e r e o n e f i n d s v a r i o u s v i e w p o i n t s t e r m e d ' f u n d i s t ' a n d ' m a t e r i a l i s t ' .
A c c o u n t a n t s w e r e u s u a l l y p l a c e d i n t h e f o r m e r c a t e g o r y a s a c c o u n t i n g w a s c o n c e r n e d
w i t h w e a l t h a n d i n c o m e d e t e r m i n a t i o n f o r i n d i v i d u a l s a n d f i r m s .
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G i v e n t h e
7 1 0 C h a m b e r s ( 1 9 7 8 , p I 3 5 ) , ' G y n t h e r w a s c o n c e r n e d t o s h o w t h a t , t o " p r o t e c t " a " c a p i t a l " i n a p e r i o d
i n w h i c h t h e " p r i c e l e v e l " r i s e s b y t h e p r o p o r t i o n p , " i t i s n e c e s s a r y t o s u p p l e m e n t t h e a u t o m a t i c
i n c r e a s e i n n o n - m o n e t a r y a s s e t s " , ( p N ) , b y p ( M · L ) , w h e r e M r e p r e s e n t s m o n e t a r y a s s e t s a n d L
r e p r e s e n t s c u r r e n t l i a b i l i t i e s . " . . . t h e p r o f i t - d e t e r m i n i n g p r o c e s s m u s t i n c l u d e p r o f i t s a n d l o s s e s o n
m o n e t a r y a s s e t s a n d n o n - p e r m a n e n t l i a b i l i t i e s i n t i m e s o f c h a n g i n g p r i c e s . " P r e s u m a b l y " i n c l u d e "
m e a n s " t a k e a c c o u n t o f ' , s i n c e t h e a m o u n t o f p N w a s t o b e t r a n s f e r r e d t o a n a s s e t r e v a l u a t i o n a c c o u n t
a n d t h e a m o u n t p ( M - L ) w a s t o b e t r a n s f e r r e d t o a " c a p i t a l r e s e r v e " .
' T h e s y m b o l i c d e m o n s t r a t i o n w a s n o t e x t e n d e d t o t h e c a s e w h e r e t h e c u r r e n t c o s t s o f n o n - m o n e t a r y
a s s e t s r o s e b y a p r o p o r t i o n d i f f e r e n t f r o m p ; n o r t o t h e c a s e w h e r e t h e r e a r e l o n g - t e r m l i a b i l i t i e s . B u t
f o l l o w i n g t h e d e m o n s t r a t i o n , G y n t h e r a r g u e d t h a t g a i n s i n r e s p e c t o f l o n g - t e r m l i a b i l i t i e s s h o u l d n o t b e
t a k e n i n t o a c c o u n t i n c a l c u l a t i n g t h e p r o f i t o f a p e r i o d . N o w , w h y g a i n s o n s h o r t - t e r m l i a b i l i t i e s s h o u l d
b e t a k e n i n t o a c c o u n t , a n d n o t g a i n s o n l o n g - t e r m l i a b i l i t i e s , i s d i f f i c u l t t o u n d e r s t a n d i n t h e c o n t e x t o f
a n e x e r c i s e i n m e a s u r e m e n t . F o r , f i r s t , s h o r t - t e r m l i a b i l i t i e s m a y , b y r e n e w a l , h a v e t h e s a m e e f f e c t a s
l o n g - t e r m l i a b i l i t i e s ; a n d s e c o n d , l e n d e r s f o r s h o r t a n d l o n g t e r m s b o t h s u f f e r l o s s e s i n g e n e r a l
p u r c h a s i n g p o w e r , w h i c h m u s t c o r r e s p o n d w i t h t h e g a i n s o f b o r r o w e r s , s i n c e t h e r e a r e n o o t h e r p a r t i e s
t o t h e t r a n s a c t i o n . T h e s e p a r a t e a n d d i s t i n c t i v e t r e a t m e n t o f d i f f e r e n t c l a s s e s o f l i a b i l i t y i s a n e x a m p l e
o f t h e f a l l a c y o f i m p r o p e r s u b d i v i s i o n . '
G y n t h e r , u n d e r w h o m t h i s r e s e a r c h e r s t u d i e d a n d w o r k e d i n t h e e a r l y 1 9 6 0 s , w a s a s u p p o r t e r o f t h e
e n t i t y t h e o r y i n w h i c h m a n a g e m e n t w a s t h e p r i m a r y s t a k e h o l d e r w h o s e i n t e r e s t s w e r e t o b e p r o t e c t e d .
T h u s h e w a s i n t u r n a s t r o n g s u p p o r t e r o f C C A . F r o m d i s c u s s i o n a t t h a t t i m e , G y n t h e r w a s u n h a p p y
a b o u t t h e i n c l u s i o n i n p r o f i t d e t e r m i n a t i o n o f t h e ( u s u a l l y p o s i t i v e ) e f f e c t s o f i n f l a t i o n o n t h e l o n g - t e r m
l i a b i l i t i e s o f a n e n t i t y . T h i s e c o n o m i c g a i n n o t o n l y o f f s e t ( i n p a r t ) t h e e f f e c t o f i n c r e a s e s i n c o s t s o f
r e p l a c e m e n t o f n o n - m o n e t a r y a s s e t s b u t a l s o w a s a v a i l a b l e a s p r o f i t t o s h a r e h o l d e r s ( p r o v i d e d t e s t s o f
s o l v e n c y w e r e m e t ) .
7 1 1 C h a m b e r s ( 1 9 7 8 , p I 3 5 ) , ' G y n t h e r s o u g h t t o j u s t i f y t h e d i s t i n c t i o n o n t h e g r o u n d s t h a t l o n g - t e r m
d e b t f o r m s " p a r t o f t h e p e r m a n e n t c a p i t a l o f t h e f i r m " a s a r e a m o u n t s c o n t r i b u t e d b y s h a r e h o l d e r s . O f
c o u r s e , l o n g - t e r m d e b t i s n o t t h e s a m e a s s h a r e h o l d e r s ' c o n t r i b u t i o n s , i n l a w o r i n f i n a n c i a l e f f e c t . T o
a s s e r t t h a t i t i s , i s a n e x a m p l e o f t h e f a l l a c y o f m i s t a k e n i d e n t i t y . '
7 1 2 C h a m b e r s ( 1 9 7 8 , p I 4 2 ) , ' B e i n g c o n c e r n e d l a r g e l y w i t h t h e l o g i c o f a f o r m a l d e m o n s t r a t i o n , l i t t l e
h a s b e e n s a i d a b o u t t h e e m p i r i c a l v a l i d i t y o f t h e u s e o f a " p h y s i c a l c a p i t a l " a s a n o b j e c t o f m a n a g e r i a l
c o n c e r n o r t h e m a i n t e n a n c e o f a p h y s i c a l c a p i t a l a s a d e s i d e r a t u m f o r t h e c a l c u l a t i o n o f i n c o m e . H i c k s
[ 1 9 4 6 ] h a s c h a r a c t e r i z e d t h e d i f f e r e n c e s b e t w e e n t w o k i n d s o f v i e w p o i n t b y t h e t e r m s " f u n d i s t " a n d
" m a t e r i a l i s t " . '
7 J 3 C h a m b e r s ( 1 9 7 8 , p I 4 2 - 1 4 3 ) , ' T h e r e a r e s o m e e c o n o m i s t s w h o s e e x p o s i t i o n s r u n i n t e r m s o f s t o c k s
a n d c h a n g e s i n s t o c k s o f m a t e r i a l w e a l t h , p h y s i c a l g o o d s . B u t s u c h s t o c k s a r e t r e a t e d i n g e n e r a l t e r m s ,
s e l d o m i f e v e r i n t e r m s o f s p e c i f i c q u a n t i t i e s o f s p e c i f i c g o o d s . . . .
' O n t h e o t h e r h a n d , t h e r e a r e s o m e w h o c o n c e i v e c a p i t a l a s a " f u n d " , e x p r e s s e d a s a m o n e y - q u a n t i f i e d
s t o c k o f m e a n s . H i c k s c o n s i d e r e d a c c o u n t a n t s a s f a l l i n g u s u a l l y w i t h i n t h i s c a t e g o r y . N o w , w h e r e a s i t
m a y b e p r o p e r t o d i s r e g a r d d e b t s a n d m o n e y b a l a n c e s a s i r r e l e v a n t i n t h e c o n t e x t o f a c o m m u n i t y a s a
w h o l e , i t i s n o t p r o p e r w h e n a c c o u n t m u s t b e t a k e n o f i n d i v i d u a l r i g h t s i n t h e m e a n s o f e x c h a n g e , a n d
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d i f f i c u l t i e s f a c e d i n t h e s p e c i f i c a t i o n a n d q u a n t i f i c a t i o n , C h a m b e r s q u e s t i o n e d t h e u s e
o f p h y s i c a l c a p a c i t /
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a s a c o n c e p t o f c a p i t a l f o r a c c o u n t i n g - a k e y e l e m e n t i n C C A
( a n d G y n t h e r ' s a r g u m e n t ) - b e c a u s e i t l a c k e d e m p i r i c a l v a l i d i t y . I n s t e a d , C h a m b e r s
a r g u e d f o r a d a p t i v e b e h a v i o u r - a k e y p o i n t o f h i s C o C o A .
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A r g u a b l y , C F p r o j e c t s a n d r e l a t e d r e s e a r c h s e e a c o n t i n u a t i o n o f t e n s i o n s a n d r e l a t e d
r e c y c l i n g o f i s s u e s , e s p e c i a l l y a t t h e i n f o r m a t i o n l e v e l . T h i s i s f u r t h e r s h o w n b y a
c o n s i d e r a t i o n o f A A S ,
7 . 2 . 5 C F p r o j e c t s a n d a c c o u n t i n g s t a n d a r d s
A s i d e n t i f i e d e a r l i e r , C F p r o j e c t s w e r e t o p r o v i d e l o g i c a l r i g o u r a n d p r e v e n t
i n c o n s i s t e n c i e s a m o n g A A S . A n a l y s e s c o n t i n u e d t o t e s t w h e t h e r t h i s w a s s o . S t a u n t o n
( 1 9 7 7 a ) e x a m i n e d U S A s t a n d a r d s r e g a r d i n g l i a b i l i t i e s , c o n c l u d i n g ( P 7 7 ) ' v a r i o u s
c o m m o n t h r e a d s . . . s u g g e s t i n t e r r e l a t i o n s h i p s a m o n g a p p a r e n t l y d i s t i n c t p r o b l e m
a r e a s . ' H o w e v e r , p r o b l e m s p e r s i s t e d . H o w i e s o n ( 1 9 9 3 ) i d e n t i f i e d i n c o n s i s t e n c i e s
b e t w e e n S A C 4 a n d A A S , w h i l e G i b s o n & G o y e n ' s ( 1 9 9 6 ) s u r v e y o f t h e A A S
i d e n t i f i e s a t l e a s t s e v e n d i f f e r e n t m e t h o d s f o r v a l u i n g a s s e t s . ? "
M i l l e r a n d L o f t u s ( 2 0 0 0 , p 6 - 7 ) p r o v i d e a s u m m a r y o f t h e u s e o f m e a s u r e s w h i c h
d e v i a t e f r o m h i s t o r i c a l c o s t a s f o u n d i n A u s t r a l i a n s t a n d a r d s . A s r e g a r d s l i a b i l i t i e s ,
t h e y h i g h l i g h t ,
• f i n a n c e l e a s e s
• e m p l o y e e e n t i t l e m e n t s
• f o r e i g n c u r r e n c y i t e m s
• s u p e r a n n u a t i o n f u n d s
• g e n e r a l i n s u r a n c e e n t i t i e s a n d o u t s t a n d i n g c l a i m s
• l i f e i n s u r a n c e i t e m s
i n t r e a t m e n t s o f t h e w e a l t h o f i n d i v i d u a l s a n d f i r m s . A n d t h a t i s t h e f u n c t i o n o f a c c o u n t i n g f o r
i n d i v i d u a l s a n d f i r m s .
' T h e " f u n d i s t " a n d " m a t e r i a l i s t " n o t i o n s , o n t h e s e g r o u n d s , a r e n e i t h e r c o m p a t i b l e n o r i n c o m p a t i b l e p e r
s e . T h e y s i m p l y r e l a t e t o q u i t e d i f f e r e n t c o n t e x t s o f d i s c o u r s e . '
7 1 4 C h a m b e r s ( \ 9 7 8 , p 1 4 3 ) , ' I t i s n o t a b l e t h a t n o " m a t e r i a l i s t " e c o n o m i s t h a s a t t e m p t e d t o q u a n t i f y
m a t e r i a l w e a l t h i n t e r m s o t h e r t h a n t h o s e u s e d b y f u n d i s t s . M a t e r i a l w e a l t h o r p h y s i c a l c a p i t a l i s n o t
q u a n t i f i a b l e i n t e r m s o f a c o m m o n d e n o m i n a t o r . I n d e e d , i t i s n o t o r i o u s t h a t n o n e o f t h e m a t e r i a l i s t
a c c o u n t a n t s h a s a t t e m p t e d t o s p e c i f y w h a t i s m e a n t b y p h y s i c a l c a p a c i t y , o p e r a t i n g c a p a c i t y o r
o p e r a t i n g c a p a b i l i t y . I n t h e a b s e n c e o f a s p e c i f i c a t i o n , n o f i r m m e a n i n g c a n b e a s s i g n e d t o t h e
m a i n t e n a n c e o f p h y s i c a l c a p a c i t y , a n d n o d e p e n d a b l e c a l c u l a t i o n o f t h e " f i n a n c i a l " v a r i e t y c a n b e b a s e d
o n n o t i o n s o f t h e " p h y s i c a l " v a r i e t y . T h a t i s w h y t h e m a k e s h i f t s u b s t i t u t i o n o f r e p l a c e m e n t a n d
r e p l a c e m e n t c o s t h a s b e e n m a d e t o s e r v e . '
7 1 ' C h a m b e r s ( 1 9 7 8 , p 1 4 3 , ' B u t t h e r e i s n o r u l e o f b u s i n e s s a d m i n i s t r a t i o n o r e c o n o m i c b e h a v i o u r
w h i c h e n t a i l s t h a t a p h y s i c a l c a p a c i t y o r a s t o c k o f m a t e r i a l g o o d s s h o u l d b e m a i n t a i n e d . T h e a d a p t i v e
b e h a v i o u r c h a r a c t e r i z e d b y t h e d e s c r i p t i o n " e c o n o m i c a l l y r a t i o n a l b e h a v i o u r " e n t a i l s t h a t f i r m s w i l l
s e e k t h e m o s t p r o m i s i n g d e p l o y m e n t o f t h e m o n e y ( g e n e r a l p u r c h a s i n g p o w e r ) t h a t c o m e s u n d e r t h e i r
c o n t r o l d a y b y d a y . I n t h e f a c e o f s h i f t s i n d e m a n d a n d t e c h n o l o g y , i t w o u l d b e f o l l y t o i n s i s t r o u t i n e l y
o n r e p l a c i n g p h y s i c a l g o o d s . '
7 1 6 T h e s e i n c l u d e d c o s t , a l l o c a t e d c o s t , c u r r e n t c o s t , n e t r e a l i z a b l e v a l u e , p r e s e n t v a l u e , r e c o v e r a b l e
a m o u n t a n d f a i r v a l u e . A s w e l l , t h e a u t h o r s i d e n t i f y n i n e f u r t h e r ' u n c l a s s i f i c a b l e m e a s u r e s ' . W e s t
( 2 0 0 3 , p 7 6 ) s u g g e s t s , ' I t i s b e y o n d c o n t e m p l a t i o n t h a t s u c h a d i v e r s e a r r a y o f v a l u a t i o n t e c h n i q u e s
c o u l d a c t a s p r o x i e s f o r a s i n g l e d a t e d a t t r i b u t e a n d b e c a p a b l e o f s e n s i b l e a g g r e g a t i o n . '
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• p u b l i c s e c t o r i n f r a s t r u c t u r e m a t t e r s .
L o f t u s ( 2 0 0 3 ) i d e n t i f i e d i n c o n s i s t e n c i e s a m o n g S A C s 1 - 4 a n d A A S , c o n c l u d i n g
( P 3 0 8 ) , ' T o o m u c h o f t h e f o u n d a t i o n h a s b e e n l e f t i n l i m b o . ' T h i s w a s c e r t a i n l y t h e
c a s e o f e m e r g i n g i s s u e s l i k e d e r i v a t i v e s . B r a d b u r y ( 2 0 0 3 , p 3 8 8 - 3 9 0 ) t r a c e s t h e
d e v e l o p m e n t o f s t a n d a r d s f o r a c c o u n t i n g f o r f i n a n c i a l i n s t r u m e n t s . T h e y r a n g e f r o m
s i m p l e , e v e r y d a y i t e m s l i k e c a s h , r e c e i v a b l e s a n d p a y a b l e s t o c o m p l e x d e r i v a t i v e s l i k e
o p t i o n s a n d w a r r a n t s . H e ( p 3 9 6 ) a r g u e s t h a t e x i s t i n g S A C s o f t h e C F r e q u i r e
s i g n i f i c a n t r e f i n i n g t o d e a l w i t h n e w c o m p l e x d e r i v a t e s .
P e r h a p s a r e p o r t l i k e t h e C o r p o r a t e G o v e r n a n c e S t a t e m e n t , w h i c h i s d i s c u s s e d i n t h e
n e x t s e c t i o n , n e e d s t o b e b e t t e r l i n k e d t o t h e f i n a n c i a l s t a t e m e n t s .
7 . 3 S o c i a l r e p o r t i n g
T h e i d e a o f s o c i a l a c c o u n t i n g ( r e c a l l 6 . 4 . 1 ) i s n o t n e w . H a r t z e l l ( 1 9 3 4 , p 1 6 2 ) c l e a r l y
a r g u e d f o r a b r o a d e r r e p o r t i n g f u n c t i o n . " F a r m a n ( 1 9 5 1 , p 3 7 ) a l s o s a w a c c o u n t i n g
e n c o m p a s s i n g m a t t e r s a t t h e w i d e s t l e v e l . " !
W i t h i n t h a t c o n t e x t , i r r e s o l v a b l e d e b a t e s c o n t i n u e a s t h e p a r t i e s a r g u e a t d i f f e r e n t
l e v e l s .
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A f r a m e w o r k i s r e q u i r e d w i t h i n w h i c h i s s u e s c a n b e r a t i o n a l l y d e b a t e d s o
t h a t a c o n s i d e r e d , t r a n s p a r e n t c o n c l u s i o n f o l l o w s . T h i s i s a c c o u n t a b i l i t y a t i t s
b r o a d e s t . I n d e e d , G a f f i k i n ( 2 0 0 3 a , p 2 9 5 ) a r g u e s t h a t M a t t e s s i c h ' s w o r k s ( w h i c h
i n t r o d u c e d m o r e r i g o u r i n t o a c c o u n t i n g f r o m g r e a t e r u s e o f m a t h e m a t i c s ) s o u g h t t o
i n t e g r a t e a c c o u n t i n g ( m i c r o ) w i t h n a t i o n a l i n c o m e a c c o u n t i n g ( m a c r o ) a n d m a k e
a c c o u n t i n g m o r e g o a l o r i e n t e d . T h i s w o u l d c e r t a i n l y b r o a d e n t h e r a n g e o f a c c o u n t i n g .
A s n o t e d d u r i n g e a r l i e r c h a p t e r s , t h e b a s i c r e s p o n s i b i l i t y o f m a n a g e m e n t i n
c o r p o r a t i o n s h a s c h a n g e d . T h e i n v e s t o r o f f u n d s w a s n o l o n g e r t h e s o l e c o n c e r n o f
m a n a g e m e n t a s a s y s t e m o f c o m m u n i t y o b l i g a t i o n s t o e m p l o y e e s , c o n s u m e r s a n d t h e
g e n e r a l p u b l i c w a s d e v e l o p e d . I f n e c e s s a r y , g o v e r n m e n t w o u l d a c t t o e n s u r e t h e s e
c o r p o r a t e r e s p o n s i b i l i t i e s w e r e m e t ( H a w k i n s , 1 9 6 2 , p 4 1 1 - 4 1 2 ) .
A r g u a b l y , m a n a g e m e n t o f c o r p o r a t i o n s w a s r e q u i r e d t o d e v e l o p a c o n s c i e n c e , t h u s
a v o i d i n g g o v e r n m e n t r e g u l a t i o n . T h i s c o n s c i e n c e r e q u i r e d c e r t a i n r u l e s , d e s i g n e d f o r
7 1 7 H a r t z e l l ( 1 9 3 4 , p I 6 2 ) , ' T h e o p i n i o n m a y b e h a z a r d e d t h e r e f o r e t h a t t h e r e w i l l b e a m o v e m e n t
t o w a r d a r e s o l u t i o n o f c o s t s w h i c h m a y b e c a l l e d S o c i a l A c c o u n t i n g , t h e o b j e c t i v e o f w h i c h w i l l b e t h e
h a r m o n i z a t i o n o f t h e v i e w p o i n t s o f t h e b u s i n e s s f i r m s a n d h u m a n i n t e r e s t s a t l a r g e b y t r a c i n g t h e
e f f e c t s o f p a r t i c u l a r p o l i c i e s o n g r o u p s o t h e r t h a n t h o s e d i r e c t l y c o n c e r n e d . '
7 1 8 F a r m a n ( 1 9 5 1 , p 3 7 ) , ' T h e t h i r d o f t h e t h r e e g r o u p s o f i n i t i a l d e c i s i o n s w h i c h m u s t b e m a d e i n s o c i a l
a c c o u n t i n g , a s i n a l l a c c o u n t i n g , i s t h e d e t e r m i n a t i o n o f t h e a c c o u n t i n g p r o c e s s t o b e f o l l o w e d . T h i s
c o v e r s a n d i n c l u d e s q u e s t i o n s o f s y s t e m d e s i g n a n d m e c h a n i c s , a c c o u n t c a p t i o n s a n d t e r m i n o l o g y ,
t y p e s o f r e p o r t s , d i s c l o s u r e , e t c . '
7 1 9 S u p p o s e t h e f o l l o w i n g s c e n a r i o , b a s e d o n a n a c t u a l c a s e r e p o r t e d i n S y d n e y ( M i t c h e l l , 1 9 9 5 ) . A n
O p p o r t u n i t y S h o p , p a r t o f a l a r g e r c h a r i t y g r o u p , h a s a f a v o u r a b l e l o c a t i o n i n a w e l l - e s t a b l i s h e d ,
w e a l t h y s u b u r b . I t i s s t a f f e d b y v o l u n t e e r s a n d i s s e e n b y t h e n o t s o y o u n g a s a p l a c e t o c a l l i n t o h a v e
a c u p o f t e a a n d a c h a t . T h e s h o p f i n a n c i a l l y b r e a k s e v e n , d u e i n l a r g e p a r t t o t h e l a c k o f s a l a r y c o s t s .
H o w e v e r , h e a d o f f i c e l o o k s a t t h e e c o n o m i c s i t u a t i o n , a n d d e c i d e s t h a t t h e s h o p s h o u l d b e c l o s e d a s t h e
r e s o u r c e s w o u l d p r o d u c e a h i g h e r r e t u r n ( b o t h f i n a n c i a l l y a n d e c o n o m i c a l l y ) b y m o v i n g t o a n o t h e r
l o c a t i o n a n d t h e p r e s e n t l o c a t i o n s o l d o r l e a s e d . T h e l o c a l s , b o t h v o l u n t e e r s a n d u s e r s , a r g u e t h a t t h e
n e t s o c i a l b e n e f i t s a r e s o p o s i t i v e t h a t t h e s h o p s h o u l d b e r e t a i n e d .
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t h e p r o t e c t i o n o f i n d i v i d u a l s , t o b e o b s e r v e d ( B e r l e , 1 9 5 4 , p I 1 3 - 1 1 4 ) . H o w e v e r , a
w e a k n e s s w a s t h a t c o r p o r a t e m a n a g e m e n t r e p r e s e n t e d a p r o f i t - m a k i n g e n t e r p r i s e .
E c o n o m i c r e l a t i o n s ( w h i c h i n t u r n a f f e c t s o c i a l r e l a t i o n s ) r e q u i r e a b r o a d e r b a s e t h a n
t h a t o f a m e r e f i n a n c i a l i n c o m e s t a t e m e n t . C o r p o r a t e r e p r e s e n t a t i v e s w o r k i n g i n
f o r e i g n c o u n t r i e s a n d c o r p o r a t e m a n a g e m e n t s i n c r e a s i n g l y r e q u i r e d a n u n d e r s t a n d i n g
o f t h i s i s s u e ( B e r l e , 1 9 5 4 , p I 4 1 ) .
P h i l o s o p h i c a l c o n s i d e r a t i o n s w e r e s e e n t o h a v e c o n s e q u e n c e s f o r c o r p o r a t e
m a n a g e m e n t . T h e s e i n c l u d e d v a r i o u s k i n d s o f c o m m u n i t y a n d p o t e n t i a l c h a n g e s
o c c u r r i n g f r o m a l a r g e c o r p o r a t i o n b e i n g e s t a b l i s h e d i n t h a t c o m m u n i t y . S o m e a r g u e
i s s u e s o f c o m m u n i t y w e l f a r e w e r e b e y o n d t h e f u n c t i o n s o f m a n a g e m e n t m a i n l y a s i t
r e m a i n s d i f f i c u l t t o p l a n . O t h e r s a r g u e f o r c o r p o r a t e m a n a g e m e n t i n v o l v e m e n t i n t h e
c o n t e x t o f c o m m u n i t y l i v i n g . A r g u a b l y , c o r p o r a t e m a n a g e m e n t s w e r e t r u s t e e s f o r t h e
e n t i r e c o m m u n i t y ( B e r l e , 1 9 5 4 , p I 6 6 - 1 6 7 ) .
T h e d e b a t e w a s r e s o l v e d i n f a v o u r o f m a n a g e m e n t o f c o r p o r a t i o n s s u p p o r t i n g
n o n - g o v e r n m e n t a l p h i l a n t h r o p i c a n d e d u c a t i o n a l i n s t i t u t i o n s . I n U S A , v a r i o u s s t a t e s
e n a c t e d s t a t u t e s t o a u t h o r i z e c o r p o r a t i o n s t o m a k e s u c h c o n t r i b u t i o n s . P " A b i l i t y t o
h a v e s u c h m a j o r f u n c t i o n s i n a c o m m u n i t y w o u l d c o n t i n u e t o h a v e i n t e r a c t i o n s w i t h
a n y r e q u i r e d a c c o u n t i n g .
U K r e s e a r c h s t u d y b y S w i f t e t a l ( 2 0 0 1 , p l O ) a r g u e d t h e t r e n d t o w a r d s s o c i a l r e p o r t s
s u g g e s t e d a c h a n g e i n a t t i t u d e s f r o m a p r e d o m i n a n t l y m a n a g e r i a l e m p h a s i s t o o n e o f
c o l l a b o r a t i o n w i t h o t h e r s t a k e h o l d e r s r e g a r d i n g s o c i a l i s s u e s . F u r t h e r , i t i s s u g g e s t e d
t h a t a M I S i n f r a s t r u c t u r e b e d e v e l o p e d t o u n d e r p i n t h e w h o l e - s o c i a l , e c o n o m i c a n d
f i n a n c i a l - r e p o r t i n g p r o c e s s . A m o s t p o p u l a r m e t h o d o f s o c i a l r e p o r t i n g i s t h e
b a l a n c e d s c o r e c a r d . H o w e v e r , t h e y c a u t i o n e d t h i s b a s i c a l l y i n t e r n a l m a n a g e m e n t t o o l
m i g h t n o t b e r e a d i l y t r a n s l a t e d f o r d i s c l o s u r e t o e x t e r n a l s t a k e h o l d e r s . T h e y a l s o
i l l u s t r a t e d v a r i o u s m e a s u r e s t o b e u s e d , m a i n l y n o n - f i n a n c i a l o n e s . 7 2 1
V a r i o u s r e p o r t i n g e n t i t i e s a n d t h e i r t r a d e o r g a n i s a t i o n s h a v e d e v e l o p e d g u i d e l i n e s f o r
t h e p r e p a r a t i o n o f r e p o r t s w h i c h a r e s e e n a s d i s t i n c t f r o m t h e d a t a i n c l u d e d i n t h e
A n n u a l R e p o r t t o s h a r e h o l d e r s . F ' O n e d i f f i c u l t y m e t c o n c e r n s t h e u s e o f f i n a n c i a l o r
7 2 0 B e r l e ( 1 9 5 4 , p I 6 8 - 1 6 9 ) : ' C o n s t i t u t i o n a l v a l i d i t y o f o n e o f t h e s e s t a t u t e s - t h a t o f N e w J e r s e y - w a s
t h e s u b j e c t o f a r e c e n t t e s t c a s e ( A . P . S m i r h M a n u f a c r u r i n g C o m p a n y v . R u t h B a r l o w , e t a l . ) a n d w a s
f o r t h r i g h t l y u p h e l d b y t h e N e w J e r s e y S u p r e m e C o u r t . T h e S u p r e m e C o u r t o f t h e U n i t e d S t a t e s
d i s m i s s e d a p p e a l , h o l d i n g t h a t n o F e d e r a l q u e s t i o n w a s i n v o l v e d . F o r p r a c t i c a l p u r p o s e s , t h e s t a t e h a s
a u t h o r i z e d c o r p o r a t i o n s t o w i t h h o l d f r o m t h e i r s h a r e h o l d e r s a p o r t i o n o f t h e i r p r o f i t s , c h a n n e l l i n g i t t o
s c h o o l s , c o l l e g e s , h o s p i t a l s , r e s e a r c h , a n d o t h e r g o o d c a u s e s . '
7 2 1 H e r i t a g e ' a s s e t s ' w o u l d c e r t a i n l y b e p a r t o f s o c i a l r e p o r t i n g . D e b a t e i s f o u n d h o w e v e r , a s t o w h e t h e r
( a n d i f s o , h o w ) t h e y s h o u l d b e r e p o r t e d i n f i n a n c i a l t e r m s ( C a r n e g i e & W o l n i z e r , 1 9 9 5 , 1 9 9 9 ;
M i c a l l e f & P i e r s o n , 1 9 9 7 ) . I s s u e s a r i s e a t t h e f i n a n c i a l r e p o r t i n g l e v e l a s t o c o n t r o l , a b i l i t y t o d i s p o s e o f
a n d c u r r e n t c o s t o f r e p l a c e m e n t . T h e u s e o f q u a l i t a t i v e a n d n o n - f i n a n c i a l i n f o r m a t i o n h a s b e e n
s u g g e s t e d .
7 2 2 H o w d e n ( 2 0 0 4 , p 2 5 ) w r i t e s , ' A n e w c o d e f o r r e p o r t i n g s t a n d a r d s f o r b i o t e c h n o l o g y c o m p a n i e s
s h o u l d e n c o u r a g e i n v e s t m e n t i n t h e s e c t o r . . . ' T h e c o d e i s b e i n g d e v e l o p e d b y m e m b e r s o f t h e b i o t e c h
i n d u s t r y a n d t h e A S X . ' T h e A S X s a i d t h e c o d e w a s i n r e s p o n s e t o p e r c e p t i o n s t h a t m o r e " r e g u l a t o r y
r i g o u r " s h o u l d b e a p p l i e d t o t h e i n d u s t r y a n d t o b r i d g e t h e i n f o r m a t i o n g a p b e t w e e n i t a n d t h e
i n v e s t m e n t c o m m u n i t y . ' O n e c o n c e r n w a s t h e c o n f i d e n t i a l i t y i s s u e .
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e c o n o m i c v a l u e s t o m e a s u r e s e l e c t e d s o c i a l i s s u e s . F o r i n s t a n c e , A u s t r a l i a n B u r e a u o f
S t a t i s t i c s ( 2 0 0 2 ) p r o d u c e s f i f t e e n ( 1 5 ) i n d i c a t o r s w h i c h a r e u s e d t o r e p o r t t h e p r e s e n t
p o s i t i o n o f a n d c h a n g e s o v e r t i m e i n g e n e r a l w e l l b e i n g . F o u r ( 4 ) i n d i c a t o r s o f a n
e c o n o m i c n a t u r e , f i v e ( 5 ) a r e o f a s o c i a l n a t u r e a n d s i x ( 6 ) d e a l s w i t h e n v i r o n m e n t a l
i s s u e s .
T h e f i r s t o f t h e s o c i a l i n d i c a t o r s c o n c e r n s e d u c a t i o n a n d t r a i n i n g , t h e s e c o n d l i f e
e x p e c t a n c y , t h e t h i r d i s s u e s r e g a r d i n g h o u s i n g , t h e f o u r t h o n c r i m e a n d t h e f i f t h a b o u t
' s o c i a l a t t a c h m e n t s ' . T h e f i r s t o f t h e e n v i r o n m e n t a l i n d i c a t o r s c o n c e r n s t h e n u m b e r s
o f e x t i n c t o r e n d a n g e r e d b i r d o r m a m m a l s p e c i e s , t h e s e c o n d i s o n l a n d c l e a r a n c e , t h e
t h i r d o n l a n d d e g r a d a t i o n , t h e f o u r t h o n i n l a n d w a t e r , t h e f i f t h o n g r e e n h o u s e g a s
e m i s s i o n s a n d t h e s i x t h c o n c e r n s a i r q u a l i t y .
I n a r e v i e w o f t h a t p u b l i c a t i o n , G i t t i n s ( 2 0 0 2 ) a r g u e d i t p r o v i d e d a n a t i o n a l
s t o c k t a k i n g w h i c h , o v e r t i m e , a n s w e r e d w h e t h e r l i f e h a d b e e n g e t t i n g b e t t e r o r w o r s e .
G r o s s d o m e s t i c p r o d u c t w a s s e e n a s t o o n a r r o w a n d m i s l e a d i n g a s a m e a s u r e o f t h e
c h a n g e f o r s o c i a l p e r f o r m a n c e q u e s t i o n s . H o w e v e r , h e w a r n s o f a t t e m p t s t o a d d u p
t h e s e f i f t e e n i n d i c a t o r s ! T h i s ' n a t i o n a l s t o c k t a k i n g ' p r o v i d e s a s o c i a l p o s i t i o n
s t a t e m e n t a t d i s t i n c t p o i n t s . S o c i a l p e r f o r m a n c e m a y b e r e p o r t e d b y c h a n g e s i n t h a t
p o s i t i o n b e t w e e n d i s t i n c t p o i n t s i n t i m e .
T h a t i s n o t t o s a y t h a t f i n a n c i a l n o r e c o n o m i c d a t a a r e u n i m p o r t a n t r e g a r d i n g i s s u e s
o f s o c i a l c o n c e r n . S t a u b u s ( 1 9 7 7 , p 7 5 ) s e e s l i n k s b e t w e e n f i n a n c i a l a n d s o c i a l
a c c o u n t i n g .
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H o w e v e r , h e d i d h i g h l i g h t d i f f i c u l t i e s - l i k e q u a n t i f i c a t i o n a n d
o p e r a t i o n a l i s s u e s - m e t i n t h e d i s t i n c t a c c o u n t i n g s .
A t a d i f f e r e n t l e v e l , J o h n s o n ( 1 9 5 4 , p 2 2 4 ) s a w l i n k s a m o n g t h e v a r i o u s
a c c o u n t i n g s . f " L i k e C h a m b e r s , J o h n s o n a r g u e d t h a t v a r i o u s c h o i c e s w e r e b a s e d o n
r e a s o n e d p r e f e r e n c e s , i n c l u d i n g t h o s e l i n k e d t o ' b u s i n e s s i n c o m e ' . W h i l e s o m e s a w
t h i s i n t e r m s o f f i n a n c i a l c r i t e r i a o n l y , o t h e r s w o u l d i n c o r p o r a t e s o c i a l c r i t e r i a a s
w e l l , J o h n s o n w a r n s o f u n s t r u c t u r e d d e b a t e s o v e r s u p e r i o r i t y ; e a c h a c c o u n t i n g h a s a
f u n c t i o n t o b e a t t a i n e d .
C e r t a i n l y t h e f i n a n c i a l s t a t e m e n t s o f a c o m p a n y h a v e b e e n c o n s u m e d b y a b r o a d e r
r e p o r t i n g . A n e a r l y s u g g e s t i o n o f c h a n g e ( A S S C , 1 9 7 5 ) s u g g e s t e d t h a t u s e r s i n c l u d i n g
s h a r e h o l d e r s r e q u i r e d a n a c c o u n t i n g m u c h w i d e r t h a n s i m p l y a f i n a n c i a l o n e . M o r e
r e c e n t l y , t h e G l o b a l R e p o r t i n g I n i t i a t i v e ( G R I ) w a s e s t a b l i s h e d i n 1 9 9 7 u n d e r t h e
7 2 3 S t a u b u s ( 1 9 7 7 , p 7 5 ) w r i t e s , ' M a x i m i z a t i o n o f s o c i a l w e l f a r e i s a s a p p r o p r i a t e a g o a l o f d e c i s i o n
m a k i n g i n t h e a r e a s o f e x t e r n a l f i n a n c i a l r e p o r t i n g a s i t i s i n a n y o t h e r p u b l i c p o l i c y a r e a b u t ,
u n f o r t u n a t e l y , i t i s a l s o a l m o s t a s d i f f i c u l t t o q u a n t i f y i n t h e f o r m e r d o m a i n a s i n o t h e r s . U n t i l a
m a t h e m a t i c a l m o d e l o f t h e s o c i a l w e l f a r e a p p r o a c h b e c o m e s o p e r a t i o n a l , i f i t e v e r d o e s , t h o s e w h o a r e
f a c e d w i t h a c c o u n t i n g c h o i c e s m a y b e a b l e t o i m p r o v e t h e i r d e c i s i o n - m a k i n g t e c h n i q u e s b y i d e n t i f y i n g
a n d a p p l y i n g a s e t o f c r i t e r i a o f d e s i r a b l e a c c o u n t i n g m e t h o d s . '
7 2 4 J o h n s o n ( 1 9 5 4 , p 2 2 4 , e m p h a s i s a d d e d ) : ' I t w i l l b e n e c e s s a r y t o s t a r t f r o m a p r e m i s e a s t o t h e
c r i t e r i a b y w h i c h b u s i n e s s i n c o m e i s t o b e j u d g e d . I t s h o u l d b e c l e a r a t t h e o u t s e t t h a t a n a p p e a l t o
f u n d a m e n t a l o r i m m u t a b l e l a w s o r p r i n c i p l e s a s a b a s i s f o r m a k i n g a c h o i c e i s f u t i l e . B u s i n e s s i n c o m e
i s a s o c i a l c o n c e p t d e r i v e d f r o m t h e d e s i r e f o r u s e f u l i n f o r m a t i o n c o n c e r n i n g t h e a f f a i r s o f t h e
e n t e r p r i s e . R e a s o n e d p r e f e r e n c e s m a y t h e r e f o r e b e e x p r e s s e d , t o b e j u d g e d i n t h e l i g h t o f e x p e r i e n c e ,
b u t a s e a r c h f o r p r o o f o f s u p e r i o r i t y i s a c h i m e r i c a l q u e s t . '
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c o l l a b o r a t i o n o f t h e C o a l i t i o n f o r E n v i r o n m e n t a l l y R e s p o n s i b l e E c o n o m i e s a n d t h e
U n i t e d N a t i o n s E n v i r o n m e n t P r o g r a m .
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T h i s i s a n i n t e r n a t i o n a l , l o n g - t e r m a n d
m u l t i p l e s t a k e h o l d e r u n d e r t a k i n g w i t h a m i s s i o n t o d e v e l o p a f r a m e w o r k f o r t h e
r e p o r t i n g o f i n f o r m a t i o n n o t p r e s e n t l y f o u n d i n c o n v e n t i o n a l f i n a n c i a l r e p o r t s o f
c o r p o r a t i o n s .
T h i s w o u l d s e e t h e p r o m o t i o n a n d d i s s e m i n a t i o n o f v o l u n t a r y g u i d e l i n e s f o r
s u s t a i n a b i l i t y r e p o r t i n g o f t h e e c o n o m i c a n d e n v i r o n m e n t a l / s o c i a l d i m e n s i o n s o f t h e
a c t i v i t i e s , p r o d u c t s a n d s e r v i c e s ( d e t a i l s a t w w w . g l o b a l r e p o r t i n g . o r g ) . G R I r e p o r t i n g
w a s t o c o m p l e m e n t c o n v e n t i o n a l a c c o u n t i n g a n d f i n a n c i a l r e p o r t i n g b y p r o v i d i n g
n o n - f i n a n c i a l i n f o r m a t i o n f o r u s e r s i n t h e i r a s s e s s m e n t o f p e r f o r m a n c e o f
c o r p o r a t i o n s .
D r a f t g u i d e l i n e s w e r e i s s u e d i n 1 9 9 9 . A f t e r p i l o t t e s t i n g , c o m m e n t s f r o m i n t e r e s t e d
p a r t i e s a n d r e v i s i o n , t h e g u i d e l i n e s w e r e r e l e a s e d i n 2 0 0 0 . A f u r t h e r u p d a t e w a s
r e l e a s e d i n 2 0 0 2 . T h e g u i d e l i n e s r e c o m m e n d r e p o r t i n g u n d e r f i v e s e c t i o n s :
• V i s i o n a n d S t r a t e g y
• P r o f i l e
• G o v e r n a n c e S t r u c t u r e a n d M a n a g e m e n t S y s t e m s
• G R I C o n t e n t I n d e x
• P e r f o r m a n c e I n d i c a t o r s .
A s i m i l a r u n d e r t a k i n g w a s c a r r i e d o u t b y t h e A u s t r a l i a n C o n s e r v a t i o n F o u n d a t i o n . I t
p r o d u c e s a ' P e r c e p t i o n R e p o r t ' o n t h e e n v i r o n m e n t a l p e r f o r m a n c e o f A u s t r a l i a ' s t o p
1 0 0 c o m p a n i e s ( w w w . a c f o u n d ) , n i c k - n a m e d t h e ' G o o d R e p u t a t i o n I n d e x ' . S t r o n g
c r i t i c i s m c o n t i n u e s o f t h e r e p o r t i n g o f e n v i r o n m e n t a l p e r f o r m a n c e b y l a r g e A u s t r a l i a n
c o m p a n i e s w h i c h a r e s e e n a s ' p a y i n g l i p s e r v i c e t o t h e e n v i r o n m e n t a n d f a i l i n g t o
c h a n g e t h e w a y t h e y d i d b u s i n e s s ' ( A n o n y m o u s , 2 0 0 4 , p 4 ) . A s i m i l a r r e p o r t i n g
r e q u i r e m e n t h a s b e e n l a u n c h e d c a l l e d R e p u T e x R a t i n g s S y s t e m ( H e w s o n , 2 0 0 3 ,
p 7 0 ) . 7 2 6
C o o k ( 2 0 0 3 , p 4 0 ) c a u t i o n s t h a t s o m e s c e p t i c i s m m a y b e n e c e s s a r y i n t h e u s e o f t h e
p h r a s e C o r p o r a t e S o c i a l R e s p o n s i b i l i t y ( C S R ) b y m a n a g e m e n t a n d s p e e c h e s o f
b u s i n e s s l e a d e r s . C S R c o v e r s s u s t a i n a b i l i t y , d i v e r s i t y a n d o l d - f a s h i o n e d p h i l a n t h r o p y .
H o w e v e r , r e c a l l i n g B h o p a l , E n r o n a n d t h e s w e a t s h o p s o f t h e F a r E a s t , m h e
q u e s t i o n e d w h e t h e r t h e m o t i v e s u n d e r l y i n g C S R a r e n o t n e c e s s a r i l y t o r e s t o r e p u b l i c
f a i t h i n b u s i n e s s a n d s a v e t h e p l a n e t , b u t p e r h a p s r a t h e r C S R r e f l e c t i n g n i f t y f o o t w o r k
a n d s m a r t P R d e s i g n e d t o t h w a r t o p p o s i n g p r e s s u r e g r o u p s a n d a v o i d g o v e r n m e n t
r e g u l a t i o n .
7 2 ' S e e w w w . g l o b a l r e p o r t i n g . o r g ; w w w . k p m g . c o m a n d w w w . r e p u t a t i o n m e a s u r e m e n t . a u .
7 2 6 T h i s i s i l l u s t r a t e d i n t h e e x c l u s i o n o f a l a r g e A u s t r a l i a n l i s t e d c o m p a n y f r o m t h e i n d e x f o r b e i n g
i n v o l v e d i n b r i b e r y c l a i m s ( S y v r e t , 2 0 0 6 , p 2 5 ) .
7 2 7 C o o k ( 2 0 0 3 , p 4 0 ) : ' L o o k a t E n r o n ' s l a s t C S R r e p o r t . S p r i n k l e d w i t h i m a g e s o f s u n l i t f o l i a g e a n d
s m i l i n g e t h n i c f a c e s , i t d w e l l s o n h o w t h e f r a u d u l e n t e n e r g y g i a n t c o n s e r v e d t r e e s i n B o l i v i a a n d t o l d
t h e s e c u r i t y m e n a t i t s I n d i a n s u b s i d i a r y t o s t o p b e a t i n g p e o p l e u p . F o r m e r c h a i r m a n a n d C E O K e n n e t h
L a y w a x e s l y r i c a l a b o u t h i s f i r m ' s " i n n o v a t i v e p r a c t i c e s " . F o r s t u d e n t s o f i r o n y , t h e w h o l e t h i n g i s a
d e l i g h t . '
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T h e r o l e o f s o c i a l ( i n c l u d i n g e n v i r o n m e n t a l ) t r a g e d i e s i n i m p r o v e m e n t s i n C S R
r e p o r t i n g m a y b e s i m i l a r t o t h a t o f f i n a n c i a l c o l l a p s e s a n d f r a u d s o n f i n a n c i a l
r e p o r t i n g . F o r e x a m p l e , a r g u a b l y t h e B h o p a l c a s e f o r U n i o n C a r b i d e o r t h e E x x o n
V a l d e z c a s e ( E s t e s , 1 9 9 6 , p 4 1 a n d p l 8 8 r e s p e c t i v e l y ) i n c r e a s e d p u b l i c a w a r e n e s s o f
r e p o r t i n g p r a c t i c e s i n t h a t a r e a . A c r i s i s i n c o r p o r a t e r e p o r t i n g m a y e a s i l y r a i s e
q u e s t i o n s w h i c h g o f a r b e y o n d s i m p l y f i n a n c i a l s u s t a i n a b i l i t y . A b u s i n e s s f a i l u r e
( A n s e t t a s c i t e d i n C l a r k e e t a l , 2 0 0 3 ; O n e . T e l i n C l a r k e e t a l , 2 0 0 3 ; B a r r y , 2 0 0 2 )
o f t e n p r o v i d e s a n i l l u s t r a t i o n o f t h e f u n d a m e n t a l i m p o r t a n c e o f c o r p o r a t i o n s a n d t h e i r
a c t i v i t i e s - f i n a n c i a l , e c o n o m i c o r s o c i a l - i n t h e l i v e l i h o o d s o f s t a k e h o l d e r s o t h e r t h a n
t h e s h a r e h o l d e r s . i "
I n A u s t r a l i a a n d e l s e w h e r e , c o r p o r a t i o n s ( w h e n l i s t e d ) a r e n o w r e q u i r e d t o i n c l u d e a
C O S t a t e m e n t . I t u s u a l l y i n c l u d e s n o n - f i n a n c i a l d a t a a n d i s b u i l t a r o u n d v a r i o u s
s t r a t e g i c c o m m i t t e e s . V a r i o u s i s s u e s a r e h i g h l i g h t e d a n d i n c l u d e s d a t a w h i c h w o u l d
b e u s e f u l i n d e c i s i o n - m a k i n g ( o r C h a m b e r s ' ' e c o n o m i c b e h a v i o u r ' o r ' a c t i o n ' ) a n d
a c c o u n t a b i l i t y a s p r o p o s e d i n t h e C F . H o w e v e r , i t w o u l d c e r t a i n l y b e b r o a d e r t h a n
f i n a n c i a l s t a t e m e n t s u n d e r C o C o A a n d a r g u a b l y u n d e r c o n v e n t i o n a l a c c o u n t i n g w i t h
i t s n a r r o w s t e w a r d s h i p . F "
T h i s s t a t e m e n t n o w h a s s t a n d a r d s a g a i n s t w h i c h a p p l i c a t i o n s m a y b e c o m p a r e d .
H e a t h c o t e ( 2 0 0 3 , p 6 8 ) c o m m e n t s o n t h e t h e n r e l e a s e ( i n J u l y ) b y S t a n d a r d s A u s t r a l i a
o f a s e t o f f i v e ( n o n - m a n d a t o r y ) s t a n d a r d s o n C O :
I . A S 8 0 0 0 O o o d g o v e r n a n c e p r i n c i p l e s ,
2 . A S 8 0 0 1 F r a u d a n d c o r r u p t i o n c o n t r o l ,
3 . A S 8 0 0 3 O r g a n i s a t i o n a l c o d e s o f c o n d u c t ,
4 . A S 8 0 0 4 C o r p o r a t e s o c i a l r e s p o n s i b i l i t y , a n d
5 . A S 8 0 0 5 W h i s t l e - b l o w e r p r o t e c t i o n p r o g r a m s .
W h i l e i n A u s t r a l i a t h e r e i s n o a s s u r a n c e r e p o r t o n t h e C O S t a t e m e n t t o p r o v i d e
e x p l i c i t l y a n o p i n i o n , t h e i n d e p e n d e n t a u d i t o r o f t h e f i n a n c i a l s t a t e m e n t s i s r e q u i r e d t o
e n s u r e t h a t d a t a p r o v i d e d i n t h e o t h e r s e c t i o n s o f t h e a n n u a l r e p o r t ( i n c l u d i n g C O ) a r e
n o t i n c o n s i s t e n t w i t h i n f o r m a t i o n i n t h e f i n a n c i a l s t a t e m e n t s . A n d r e w s ( 2 0 0 4 , p 7 1 )
c o m m e n t s o n a K P M O s t u d y o f t h e i m p l e m e n t a t i o n b y A u s t r a l i a n l i s t e d c o m p a n i e s o f
t h e A S X r e c o m m e n d a t i o n s o n C O . P r o b l e m s w e r e m e t w i t h P r i n c i p l e 4 a n d P r i n c i p l e
7 .
P r i n c i p l e 4 h a s t o d o w i t h r e p o r t i n g i n t e g r i t y . I t i s r e c o m m e n d e d t h e c h i e f e x e c u t i v e
o f f i c e r ( C E O ) a n d c h i e f f i n a n c i a l o f f i c e r ( C F O ) s t a t e i n w r i t i n g t o t h e b o a r d t h a t w h a t
7 2 8 W i l l i a m s ( 2 0 0 3 , p 2 6 7 ) s u g g e s t s , ' M a y b e f u t u r e p o l i t i c a l , s o c i a l , o r e n v i r o n m e n t a l e v e n t s w i l l s h a k e
t h e c u r r e n t f a i t h i n e c o n o m i c i n s t i t u t i o n s l e a d i n g t o d i f f e r e n t r o l e s f o r a c c o u n t i n g . ' O n e s u c h e v e n t m a y
b e t h e i n c l u s i o n i n r e p o r t s o f r e l a t e d s o c i a l / e n v i r o n m e n t a l t y p e l i a b i l i t i e s l i k e t h e a s b e s t o s r e l a t e d
l i a b i l i t i e s o f c o m p a n i e s .
7 2 9 T h i s i s c o n s i s t e n t w i t h M e r i n o ( 2 0 0 3 , p 2 8 7 ) , ' A s l a t e a s t h e 1 9 6 0 s , S E C c o m m i s s i o n e r s d i s a v o w e d
t h e n o t i o n t h a t t h e r e g u l a t i o n w a s d e s i g n e d t o p r o v i d e i n f o r m a t i o n f o r d e c i s i o n m a k i n g . I f t h e S E C h a d
b e e n s e r i o u s a b o u t p r o v i d i n g i n f o r m a t i o n f o r d e c i s i o n - m a k i n g , t h e n a s t a t e m e n t o f a c c o u n t i n g p o l i c i e s
s h o u l d h a v e b e e n r e q u i r e d i n a n n u a l r e p o r t s , w h i c h w e r e f a r m o r e a c c e s s i b l e f o r t h e a v e r a g e i n v e s t o r s
t h a n w e r e r e g i s t r a t i o n s t a t e m e n t s . '
2 5 0
i s p r e s e n t e d i s a ' t r u e a n d f a i r v i e w " o f t h e c o m p a n y ' s f i n a n c i a l c o n d i t i o n a n d
o p e r a t i n g r e s u l t s . F u r t h e r , t h e p r e s e n t a t i o n w a s t o b e i n a c c o r d a n c e w i t h A u s t r a l i a n
a c c o u n t i n g s t a n d a r d s . P " C E O s a n d C F O s s o u g h t c l a r i f i c a t i o n b e f o r e s i g n i n g o f f ,
d e b a t i n g w h e t h e r t h e p r i n c i p l e ' a d d e d v a l u e ' . P r i n c i p l e 7 c o v e r s s t a t e m e n t s b y C E O
a n d C F O o n t h e i n t e g r i t y o f r i s k m a n a g e m e n t a n d i n t e r n a l c o n t r o l . A s w e l l ,
c o n f i r m a t i o n w a s s o u g h t o f t h e e f f e c t i v e n e s s a n d e f f i c i e n c y o f r i s k m a n a g e m e n t a n d
c o n t r o l c o m p l i a n c e . P !
H o w e v e r , c o r p o r a t e m a n a g e m e n t ( o f t e n w i t h v e s t e d i n t e r e s t s ) c o n t i n u e s t o s e e k
a c c e s s t o f l e x i b l e A A S i n t h e c a l c u l a t i o n o f i n c o m e , e s p e c i a l l y i f , u n d e r a
p e r f o r m a n c e - b a s e d r e m u n e r a t i o n p l a n , t h e y h a v e a n i n t e r e s t i n t h e m a r k e t p r i c e o f
t h e i r c o m p a n y ' s c o m m o n s t o c k . A s t h e r e p o r t e d i n c o m e o f t h e i r c o m p a n y m a y a f f e c t
t h a t m a r k e t p r i c e , o p t i o n s t o e x e c u t i v e s t o t a k e u p s t o c k p r o v i d e a n i m m e d i a t e
p e r s o n a l i n t e r e s t i n t h a t r e p o r t e d i n c o m e .
7 3 2
F u r t h e r i n t e r e s t t o k e e p t h e m a r k e t p r i c e s
h i g h m a y b e p r o v i d e d b y t h e c o n t i n u a l n e e d f o r n e w f u n d s
7 3 3
f r o m s h a r e h o l d e r s o r
d e b t h o l d e r s a n d b y t h e a c q u i s i t i o n o f o t h e r c o m p a n i e s t h r o u g h s h a r e s w a p s r a t h e r
t h a n b y d i r e c t p u r c h a s e . O f i n t e r e s t m a y b e t h e r i s k e l e m e n t o f a n y d e r i v a t i v e
p o s i t i o n s - p a r t o f t h e C O S t a t e m e n t .
A r g u a b l y , u n d e r t h e ' p o s i t i v e ' a p p r o a c h , t h e p o w e r w h i c h r e s i d e s i n c o r p o r a t e
m a n a g e m e n t h a n d s w o u l d b e b a l a n c e d b y m a r k e t f o r c e s .
7 3 4
H o w e v e r , B e r l e ( 1 9 5 4 ,
p 3 7 - 3 9 ) c a u t i o n e d t h a t r e - e x a m i n a t i o n o f t h i s c o n t r o l w a s n e e d e d i n l i g h t o f c h a n g e s
i n t h e c o r p o r a t e w o r l d . H i s c o n c l u s i o n w a s b a s e d o n a s t u d y o f h i s i n 1 9 5 3 w h i c h
i n c l u d e d i n f o r m a t i o n m u c h o f w h i c h w a s o f a n a c c o u n t i n g k i n d .
7 3 5
I n a m a r k e t p l a c e
w h e r e a c o m p e t i t i v e s y s t e m i s f o u n d , t h e l e a s t e f f i c i e n t u n i t s o r t h o s e w o r s t - p l a c e d
s t r a t e g i c a l l y w o u l d i n p r i n c i p l e b e e l i m i n a t e d ( b y w i t h d r a w a l , b a n k r u p t c y o r
c o n s o l i d a t i o n ) . H o w e v e r , i f t h e c o n s o l i d a t i o n i s t o a l a r g e c o r p o r a t i o n s e e k i n g w a y s t o
m a i n t a i n i t s e l f a n d i f m a n y s m a l l u n i t s d i s a p p e a r , m o n o p o l y e v e n t u a t e s . A s s h o w n i n
C h a p t e r 2 , i n s t a n c e s i n t h e l a s t h a l f o f t h e n i n e t e e n t h c e n t u r y o f a c t u a l a n d p o t e n t i a l
m o n o p o l y l e d t o c o n t r o l s b e i n g e s t a b l i s h e d i n U S A ( B e r l e , 1 9 5 4 , p 4 5 - 4 6 ) .
7 3 0 O f t h e 6 8 c o m p a n i e s s a m p l e d , 4 8 d i d n o t m e e t t h i s r e c o m m e n d a t i o n .
7 3 1 H e r e , o f t h e 6 8 c o m p a n i e s s a m p l e d , m o r e t h a n 4 8 d i d n o t m e e t t h i s r e c o m m e n d a t i o n .
7 3 2 T h e b o n u s p l a n h y p o t h e s i s o f P A T t e s t s w h e t h e r m a n a g e m e n t s e e k s t o s e l e c t a c c o u n t i n g m e t h o d s t o
i n c r e a s e r e p o r t e d i n c o m e ( W a t t s a n d Z i m m e r m a n , 1 9 8 6 , p l 3 8 ) . I n t h e p o p u l a r l i t e r a t u r e , t h i s i d e a i s
f o u n d i n n o v e l s l i k e C r i c h t o n ( 2 0 0 2 , p I 8 3 ) .
7 3 3 T h e d e b t J e q u i t y h y p o t h e s i s o f P A T t e s t s w h e t h e r f o r f i r m s w i t h h i g h e r d e b t J e q u i t y r a t i o s ,
m a n a g e m e n t s e l e c t a c c o u n t i n g m e t h o d s t o i n c r e a s e i n c o m e ( W a t t s a n d Z i m m e r m a n , 1 9 8 6 , p 1 3 9 ) .
7 " B e r l e ( 1 9 5 4 , p 3 5 ) p o i n t e d o u t , ' T h i s w a s o n e o f t h e t e n e t s o f t h e c l a s s i c a l e c o n o m i s t s ' a n d a d d e d
( p 3 6 ) ' E c o n o m i s t s r e f e r t o i t a s " t h e j u d g m e n t o f t h e m a r k e t p l a c e . " I n e c o n o m i c t h e o r y t h i s " j u d g m e n t
o f t h e m a r k e t p l a c e " i s a s s u m e d t o b e a p o w e r f u l c o n t r o l l i n g f a c t o r . . . . '
7 3 ' B e r l e ( 1 9 5 4 , p 3 9 ) , ' T h e r e i s s u b s t a n t i a l e v i d e n c e , w h i c h n e e d n o t b e r e v i e w e d h e r e , t h a t t h i s i s
r e p r e s e n t a t i v e o f t h e r e a l p a t t e r n o f t h e t w e n t i e t h - c e n t u r y c a p i t a l i s m . T h e c a p i t a l i s t h e r e ; a n d s o i s
c a p i t a l i s m . T h e w a n i n g f a c t o r i s t h e c a p i t a l i s t . H e h a s s o m e h o w v a n i s h e d i n g r e a t m e a s u r e f r o m t h e
p i c t u r e , a n d w i t h h i m h a s v a n i s h e d m u c h o f t h e c o n t r o l l i n g f o r c e o f h i s m a r k e t - p l a c e j u d g m e n t . '
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7 . 4 S u m m a r y a n d c o n c l u s i o n
T h e C F p r o j e c t s w e r e i n t e n d e d , a s p o i n t e d o u t i n C h a p t e r 5 , t o p r o v i d e c o n s i s t e n c y
a m o n g a c c o u n t i n g s t a n d a r d s . H o w e v e r , t e n s i o n s c o n t i n u e f r o m f a i l u r e t o d e f i n e
f i n a n c i a l r e p o r t i n g s u c c i n c t l y . N e e d s a r e ~l'arent f o r t h e d e v e l o p m e n t o f C F s b o t h a t
t h e e c o n o m i c l e v e l a n d a t t h e s o c i a l l e v e l .
A r g u m e n t
7 . 1 1 G r a n t i n g o f l e g a l b a c k i n g f o r A A S i n c r e a s e d t h e p o w e r o f l a w y e r s w h o h a d
f o r m e r l y p l a y e d t h e m a j o r r o l e i n 1 r j h C e n t u r y ( C h a p t e r 2 ) .
7 . 1 2 L a w y e r s ' a r g u m e n t s w o u l d b e b a s e d o n w h a t i s a c t u a l l y w r i t t e n i n a p a r t i c u l a r
A A S .
7 . 1 3 D e v e l o p m e n t s c o n t i n u e b e y o n d r e p o r t i n g o f f i n a n c i a l i n f o r m a t i o n , e s p e c i a l l y
u n d e r e n v i r o n m e n t a l r e p o r t i n g .
7 . 2 1 D e v e l o p m e n t s c o n t i n u e b e y o n d r e p o r t i n g o f f i n a n c i a l i n f o r m a t i o n , e s p e c i a l l y i n
C G S t a t e m e n t s .
T e n s i o n s c o n t i n u e t o b e f o u n d i n t h e C F p r o j e c t s a t t h e f i n a n c i a l l e v e l a n d f o r r e l a t e d
A A S . U n e x p e c t e d l a r g e f i n a n c i a l c o l l a p s e s c o n t i n u e d . T h o s e o f t h e l a t e 1 9 8 0 s - e a r l y
1 9 9 0 s w e r e r e v i e w e d i n a c o n t e x t w h i c h d i f f e r e d f r o m e a r l i e r t i m e s .
A r g u m e n t
7 . 3 1 T h e v a r i o u s b l o c k s / l e v e l s o f t h e C F h i g h l i g h t e d p o t e n t i a l a r g u m e n t a m o n g t h o s e
l e v e l s .
7 . 3 2 D e b a t e c o n t i n u e d o n t h e r a t e o f c h a n g e f r o m c o n v e n t i o n a l a c c o u n t i n g .
7 . 3 3 R a d i c a l c h a n g e w a s r e s i s t e d , e s p e c i a l l y b y p r e p a r e r s o f r e p o r t s a n d
m a n a g e m e n t .
7 . 3 4 S A C s h a v e a r o c k y e x i s t e n c e a s o n e i s s t i l l t o b e d e v e l o p e d f o r B l o c k 1 , m a j o r
r e s i s t a n c e w a s f o u n d t o S A C 4 a n d S A C s r e g a r d i n g B l o c k s o n m e a s u r e m e n t w e r e t o
s e e a l e n g t h y g e s t a t i o n p e r i o d .
7 . 3 5 I n c o n s i s t e n c i e s a m o n g a c c o u n t i n g s t a n d a r d s a n d t h e C F c o n t i n u e .
7 . 3 6 M u t e d c r i t i c i s m i s o f f e r e d o f a c c o u n t i n g d a t a a s a r g u a b l y t h e C F p r o j e c t i s s e e n
t o h a v e i m p r o v e d A A S .
7 . 3 7 C r i t i c i s m w a s c o n c e n t r a t e d o n p e r s o n a l q u a l i t i e s o f i n d i v i d u a l s , i n c l u d i n g
a c c o u n t a n t s .
7 . 3 8 F e w a c a d e m i c a c c o u n t a n t s d e b a t e d t h e q u a l i t y o f f i n a n c i a l i n f o r m a t i o n .
I n b o t h A u s t r a l i a n a n d I A S B f r a m e w o r k s , i s s u e s c o n c e r n i n g l i a b i l i t i e s c o n t i n u e d t o
c a u s e i n f o r m a t i o n t e n s i o n s .
A r g u m e n t
7 . 4 1 L i a b i l i t i e s a r i s i n g f r o m l e g a l a n d s o c i a l g r o u n d s i n t e r m i x e s t w o d i s t i n c t i s s u e s .
w i t h i n t e r a c t i o n s f o r f i n a n c i a l o n e s .
7 . 4 2 T h e t i m e f r a m e a d o p t e d i n C F s i n t r o d u c e d a n t i c i p a t o r y i s s u e s w h i c h l e d t o
t e n s i o n s .
7 . 4 3 T h e d e g r e e o f e s t i m a t i o n a l l o w e d i n t h e r e p o r t i n g o f l i a b i l i t i e s l e d t o t e n s i o n s i n
m e a s u r e m e n t ( S e e C h a p t e r 8 ) .
7 3 6 T h e E c o n o m i s t ( 2 0 0 5 b , p 2 9 ) , ' . . . a " f r a m e w o r k " f o r a g r e e n G D P a c c o u n t i n g s y s t e m c o u l d b e
u n f o l d e d w i t h i n t h r e e t o f i v e y e a r s . T h i s w o u l d m a k e C h i n a t h e p i o n e e r o f a s t a t i s t i c a l a p p r o a c h t h a t n o
o t h e r c o u n t r y h a s a d o p t e d - a n d w h i c h m a n y e c o n o m i s t s a r o u n d t h e w o r l d e s c h e w a s a n a t t e m p t t o
q u a n t i f y t h e u n q u a n t i f i a b l e . '
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7 . 4 4 L i a b i l i t i e s a r e t o b e r e c o g n i s e d i n p r i n c i p l e i n t h e b a l a n c e s h e e t , b u t t e n s i o n s
r e m a i n f r o m a p p l i c a t i o n d i f f i c u l t i e s s e e i n g t h e i r r e c o g n i t i o n i n n o t e s o r o t h e r p a r t s o f
t h e a n n u a l r e p o r t .
I n t h e n e x t c h a p t e r , i s s u e s o f d e f i n i t i o n a n d r e c o g n i t i o n a s w e l l a s m e a s u r e m e n t a r e
f u r t h e r a n a l y s e d .
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C h a p t e r 8 I n c u b a t i o n - D e f i n i t i o n , R e c o g n i t i o n a n d t h e V a l u a t i o n M e t h o d s
T h e w h o l e q u e s t i o n o f t e r m i n o l o g y i s o f s u c h v i t a l i m p o r t a n c e t o t h e p r o f e s s i o n
a t l a r g e t h a t i t i s p r o b a b l y q u i t e u n n e c e s s a r y t o e m p h a s i z e i t . N o o n e w h o h a s
b e e n e n g a g e d i n a c c o u n t i n g i s i g n o r a n t o f t h e f a c t t h a t t h e r e i s n o s t a n d a r d
d e j i n i t i o n o f m a n y o f t h e a c c o u n t i n g t e r m s w h i c h a r e i n c o m m o n u s e . . . . T h e b e s t
d e j i n i t i o n d o e s n o t n e c e s s a r i l y i m p l y t h e m o s t c o m m o n i n t e r p r e t a t i o n , a l t h o u g h
i n m a n y c a s e s i t i s w i s e t o a d a p t t e c h n i q u e t o c u s t o m r a t h e r t h a n t o a t t e m p t t o
m a k e c u s t o m c o n f o r m t o t e c h n i c a l i d e a s .
E d i t o r i a l , 1 9 2 8 b , p 3 4 - 3 5
t h e u s e o f m o n e t a r y c a l c u l a t i o n i n v o l v e s n o a s s u m p t i o n s w h a t e v e r a s t o t h e
v a l u e s m e n h o l d . M o n e y u n i t s a r e a d e v i c e o n l y ; t h e y a r e c o u n t e r s i n t h e s a m e
w a y a s a r e n u m b e r s .
C h a m b e r s , 1 9 6 6 a , p 7 9 .
L e g e n d a r y v a l u e i n v e s t o r W a r r e n B u f f e t t o n c e c o m m e n t e d a b o u t t h e
s h a r e m a r k e t : " F o r s o m e r e a s o n p e o p l e t a k e t h e i r c u e s f r o m p r i c e a c t i o n
r a t h e r t h a n f r o m v a l u e s . P r i c e i s w h a t y o u p a y . V a l u e i s w h a t y o u g e t . "
H u g h e s , 2 0 0 5 , p 1 8 .
8 . 1 I n t r o d u c t i o n
I n p r e v i o u s c h a p t e r s , i t h a s b e e n a r g u e d t h a t a c c o u n t i n g ( i n a b r o a d g e n e r i c s e n s e ) ,
w h i l e a k e y s t o n e o f C O , i n c o r p o r a t e s r e p o r t s o f v a r i o u s t y p e s , i n c l u d i n g f i n a n c i a l . I t
h a s b e e n s h o w n t h a t p r e s e n t f i n a n c i a l r e p o r t i n g i n c l u d e s p a s t a n d c o n t e m p o r a r y
f i n a n c i a l s t a t e m e n t s a s w e l l a s f u t u r e - o r i e n t e d s t a t e m e n t s . H o w e v e r , u n d e r C o C o A ,
c o n t e m p o r a r y f i n a n c i a l s t a t e m e n t s a r e a d a t e d f i n a n c i a l p o s i t i o n s t a t e m e n t a n d a
f i n a n c i a l p e r f o r m a n c e s t a t e m e n t f o r a s t a t e d p e r i o d , b o t h s t a t e m e n t s b e i n g l o g i c a l l y
i n t e r c o n n e c t e d . T h e s e s t a t e m e n t s , e v e n i f t h e r e i s f u l l a g r e e m e n t o n o t h e r B l o c k s o f
t h e C F , m a y d i f f e r f r o m t h o s e u s i n g o t h e r v a l u a t i o n m o d e l s . T h e s e d i f f e r e n c e s l e d t o
v i g o r o u s d e b a t e s i n w h i c h C h a m b e r s w a s a n a c t i v e p a r t i c i p a n t .
I n C h a p t e r s 2 t o 6 i n c l u s i v e , i t w a s s h o w n t h a t v a r i o u s a c c o u n t i n g t e r m s a n d p h r a s e s
a r e u s e d i n C O ( f o r i n s t a n c e , t r u e a n d f a i r , j i n a n c i a l p o s i t i o n , a s s e t o r l i a b i l i t y ) . I t w a s
s h o w n t h a t s o m e u s e r s a c c e p t a v e r n a c u l a r i n t e r p r e t a t i o n w h i l e o t h e r s s u g g e s t a
t e c h n i c a l o n e . I n C h a p t e r 6 , a n i n t e r l i n k e d s e t o f d a t a f o r a n a c c o u n t i n g w a s
i n t r o d u c e d a n d a s e r i e s o f i n t e r r e l a t e d r e p o r t s o n p o s i t i o n a n d p e r f o r m a n c e w e r e
s u g g e s t e d . T h i s i n t u r n s u g g e s t s a h i e r a r c h y o f t e r m s .
A s d i s c u s s e d i n C h a p t e r 7 , t e n s i o n s i n a c c o u n t i n g c o n t i n u e a t d i s t i n c t l e v e l s . O n e
l e v e l i s a t t h a t o f t h e u n d e r l y i n g p h i l o s o p h y ( o r C F ) o f a c c o u n t i n g . A n o t h e r i s t h a t o f
t h e v a r i o u s p a r t s o f t h a t p h i l o s o p h y . T h e f o r m e r w o u l d i n c l u d e i s s u e s c o m m o n t o a l l
t h e o r i e s : w h a t i s r e a l i t y , w h a t t e r m s a r e t o b e u s e d ( l i k e a s s u m p t i o n s , d o c t r i n e s ,
a x i o m s , p o s t u l a t e s , p r i n c i p l e s , c o n c e p t s o r r u l e s ) a n d w h a t a r e t h e i n t e r r e l a t i o n s h i p s
a m o n g t h o s e t e r m s . A s w e l l , a b a s i c s t a r t i n g p o i n t i s r e q u i r e d i n w h i c h t h e n a t u r e o r
f u n c t i o n o f a c c o u n t i n g i s i d e n t i f i e d . T o t h e b e w i l d e r m e n t o f s o m e ( l i k e C h a m b e r s ,
S t e r l i n g o r S t a u b u s ) , t h i s h a s b e e n l o n g d e b a t e d i n t h e l i t e r a t u r e - w i t h o u t r e s o l u t i o n .
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Reasons for the lack of all-embracing definitions follow set themes. While areas of
debate in accounting have arguably been narrowed, they still exist in respect of
• definition,
• recognition, and
• measurement in general.
These have implications for the concept 'liability' in particular.
In this chapter, the terminology dealing with the element 'liability' is further analysed
(8.2). This involves a restatement of a context including the position statements within
an accounting. This is followed by discussion of tensions met regarding the element
'liability'. In 8.3, the various uses made of the term 'value' are introduced. This is a
key section leading to the valuation/measurement methods (8.4) argued and debated
in the literature in general and of 'liability' within Chambers' CoCoA in particular
(8.5). A hierarchy of terms regarding liabilities is then proposed to resolve particular
tensions (8.6). Finally, a summary and conclusions are presented (8.7).
8.2 Terminology for the element - liability
During the I 920s (see Chapter 4), Kohler (1929, pI92) concluded,
Accountancy lacks definitions ... Textbooks have mostly shunned the
responsibility offormulating cleanly-cut definitions, and the results obtained
thus far by professional bodies have been almost nil.
General, universal type definitions were at that stage still sought in accounting. They
had not been needed, as shown in Chapters 2 and 3, in earlier periods. Then it was
possible to prepare an exhaustive list of items to be included in an accounting and for
the processes necessary to provide that accounting. There was no need for abstract
reasoning towards the formulation of universal concepts. Indeed, nowhere in Pacioli
(Crivelli, 1924) is to be found a discussion of relationships among parties in the
abstract. Instead, reference is found to particular relationships.
This approach was still found in UK at the end of the 18
th century.?" However, even
then some writers sought to establish general rules of guidance rather than rely on a
set of rules only. Jackson (1956, p288, p295) refers to a general rule published by
Hugh Oldcastle in 1588 and to distinct theories of accounts met when attempts were
made to explain or rationalise those rules. However, during those times,
rationalisation was rarely found.
The establishment of general rules by a process of abstraction and rational
argumentation for guidance in particular situations was made necessary (as argued in
Chapters 2 to 4), by a need to 'control' corporations within a market economy. Works
like those of Sprague (3.2) illustrated accounting interactions with the economic and
social changes then occurring. Much time would elapse (and most efforts arguably for
practitioners were a waste of time) before the development of the present definitions
found under the CF projects (Chapter 7).
737 Jackson (1956, p290) found, 'The rules were clearly intended to cover all types oftransactions
which the young book-keeper might be expected to meet and comparable attempts to extend rul
es for
this purpose are common until the end of the eighteenth century.'
255
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w a s m a d e o f i t b e i n g i n b r o a d t e r m s .
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A t e c h n i c a l 4 m e a n i n g w a s f o l l o w e d , c o n t r a r y
t o t h e A A A ( 1 9 5 7 , p 6 0 ) c l a i m t h a t o n l y l i m i t e d f i n a n c i a l e x p e r t i s e w a s r e q u i r e d b y
n o n - a c c o u n t a n t s .
7 4 1
O t h e r s l i k e M o o n i t z ( 1 9 6 1 , p 2 3 ) s u g g e s t e d s o m e n a r r o w i n g i n a d e f i n i t i o n
7 4 2
•
D i v e r s i t y o f o p i n i o n c o n t i n u e d . H e n d r i k s e n ( 1 9 6 5 , p 2 ) s t r e s s e d t h a t a n e a r l y s t e p i n
t h e d e v e l o p m e n t o f a n a c c o u n t i n g t h e o r y w a s a c l e a r s t a t e m e n t o f t h e o b j e c t i v e s o f
a c c o u n t i n g . N o t e h o w e v e r t h e u s e o f t h e t e r m ' o b j e c t i v e ' ( a s a d o p t e d , f o r e x a m p l e , i n
A A R F 1 9 9 0 a ) - n o t , a s C h a m b e r s ~1976a) w o u l d a r g u e , ' f u n c t i o n , . 7 4 3 I n s u c h a
s e t t i n g , d e b a t e s e e m e d u n r e s o l v a b l e . " 4 C h a m b e r s ( l 9 6 6 a , p 2 ) p i n p o i n t e d a p r o b l e m
7 3 8 A g r e e m e n t h e r e w o u l d i n c r e a s e t h e l i k e l i h o o d o f a s e t o f i n t e r r e l a t e d e l e m e n t s e m e r g i n g .
7 3 9 A T B N o 1 ( 1 9 5 3 , p 9 ) ' r e j e c t e d s u g g e s t i o n s t h a t t h e d e f i n i t i o n b e m a d e m o r e e x p l i c i t b y m e n t i o n o f
o t h e r d e t a i l s o f a c c o u n t i n g , b e c a u s e i t q u e s t i o n e d t h e d e s i r a b i l i t y o f w r i t i n g i t s d e f i n i t i o n i n t e r m s
w h i c h w h i l e p e r h a p s s h a r p e n i n g i t s p r e s e n t a t i o n , m i g h t a l s o u n d u l y l i m i t i t s s c o p e . '
7 4 0 S t a n s ( 1 9 4 8 a , p 1 0 2 ) c o m m e n t e d o n t h e c o n f l i c t / t e n s i o n b e t w e e n t h e ' s k i l l e d a c c o u n t a n t ' a n d ' t h e
l a y p e r s o n ' w h e n i t c a m e t o r e a d i n g f i n a n c i a l s t a t e m e n t s p r e p a r e d i n a c c o r d a n c e w i t h ' g e n e r a l l y
a c c e p t e d p r a c t i c e ' : ' T r u e , t h e s k i l l e d a c c o u n t a n t w h o r e a d s s u c h s t a t e m e n t s m a y i n n o w a y b e d i s t u r b e d
o r c o n f u s e d b y t h e t h i n g s t h a t c o n f u s e t h e l a y m a n . H e w i l l u n d e r s t a n d t h e v a r i a t i o n s o f t r e a t m e n t
p e r m i t t e d w i t h i n t h e b o u n d s o f g e n e r a l l y a c c e p t e d p r a c t i c e , w i l l u n d e r s t a n d t h e t e c h n i c a l l y p h r a s e d
t e r m i n o l o g y a n d , u p o n a n a l y s i s , c o u l d w e l l f o r m a n a d v i s e d a n d s o u n d o p i n i o n a s t o t h e s i g n i f i c a n c e o f
t h e i n f o r m a t i o n i n t h e s t a t e m e n t . B y p a s t s t a n d a r d s , u n d e r w h i c h c o n s i s t e n c y i s p a r a m o u n t a n d " g e n e r a l
a c c e p t a n c e " t h e p r i m e c r i t e r i o n o f p r o c e d u r e s , p r e s e n t i n c o m e a c c o u n t i n g p r a c t i c e s a r e p r o p e r a n d
j u s t i f i a b l e . B u t m a n y t h i n g s t h a t a r e " g e n e r a l l y a c c e p t e d " b y a c c o u n t a n t s a r e n o t g e n e r a l l y u n d e r s t o o d
b y t h e p u b l i c . T h i s f a c t a l o n e g i v e s b i a s e d c r i t i c s t h e i r o p p o r t u n i t y t o b e c l o u d t h e p r e s e n t a t i o n s s t i l l
f u r t h e r i n i n s i n u a t i o n s o f s e c r e t r e s e r v e s , h i d d e n p r o f i t s , t h e a v a i l a b i l i t y o f s u r p l u s . A n d s o o n . '
7 4 1 A A A ( 1 9 5 7 , p 6 0 ) , ' . . . i t s h o u l d b e p o s s i b l e f o r a p e r s o n m o d e r a t e l y e x p e r i e n c e d i n b u s i n e s s a n d
f i n a n c e t o e x a m i n e s u c h s t a t e m e n t s w i t h t h e e x p e c t a t i o n o f d e r i v i n g f r o m t h e m t h e b a s i c f a c t s o n w h i c h
a t l e a s t t e n t a t i v e b u s i n e s s j u d g m e n t s m a y b e p r e m i s e d . '
7 4 2 M o o n i t z ( 1 9 6 1 , p 2 3 ) , ' T h e f u n c t i o n o f a c c o u n t i n g i s ( I ) t o m e a s u r e t h e r e s o u r c e s h e l d b y s p e c i f i c
e n t i t i e s ; ( 2 ) t o r e f l e c t t h e c l a i m s a g a i n s t t h e i n t e r e s t s i n t h o s e e n t i t i e s ; ( 3 ) t o m e a s u r e t h e c h a n g e s i n
t h o s e r e s o u r c e s , c l a i m s , a n d i n t e r e s t s ; ( 4 ) t o a s s i g n t h e c h a n g e s t o s p e c i f i a b l e p e r i o d s o f t i m e ; a n d ( 5 ) t o
e x p r e s s t h e f o r e g o i n g i n t e r m s o f m o n e y a s a c o m m o n d e n o m i n a t o r . '
7 4 3 E v e n i f a g r e e m e n t w a s f o u n d h e r e , H e n d r i k s e n ( 1 9 6 5 , p 2 ) c o n t i n u e d , ' O n c e t h e o b j e c t i v e s o f
a c c o u n t i n g a r e e s t a b l i s h e d , o n e o r m o r e o f s e v e r a l a p p r o a c h e s t o a c c o u n t i n g t h e o r y m u s t b e s e l e c t e d i n
o r d e r t o d e r i v e l o g i c a l l y c o n c e i v e d a c c o u n t i n g p r i n c i p l e s . '
7 4 4 I n 1 9 5 0 , a s t u d y o f t e r m i n o l o g y w a s b e g u n i n A u s t r a l i a . A n i n t e r i m r e p o r t w a s p u b l i s h e d i n 1 9 5 3 i n
T h e A u s t r a l i a n A c c o u n t a n t , b u t n o f i n a l r e p o r t e v e n t u a t e d ( Z e f f , 1 9 7 3 , p 3 3 ) .
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a s b e i n g a p r e o c c u p a t i o n w i t h i s s u e s o f a p p l i c a t i o n a t t h e e x p e n s e o f a n u n d e r s t a n d i n g
o f t h e u n d e r l y i n g r e a s o n i n g .
7 4 5
I n d e f i n i n g ' l i a b i l i t y ' , t h e o f f i c i a l A I C P A a p p r o a c h w a s t o b e w i t h i n t h e c o n t e x t o f a
b a l a n c e s h e e t , r e s u l t i n g i n a m o s t t e c h n i c a l d e f i n i t i o n . P ' ' I t s u p p o r t e d v a r i o u s i t e m s
( a r g u a b l y s t r a n g e t o t h e l a y p e r s o n ) a p p e a r i n g a s l i a b i l i t i e s i n b a l a n c e s h e e t s ( S t a u n t o n ,
1 9 7 4 ) .
C h a m b e r s ' d e f i n i t i o n ( I 9 6 6 a , p 1 2 0 ) w a s , i n c o n t r a s t , n a r r o w a n d p r e c i s e ,
L i a b i l i t i e s a r e r i g h t s o f c r e d i t o r s t o t h e s a t i s f a c t i o n o f c l a i m s a g a i n s t t h e
a s s e t s o f a n e n t i t y i n p r i o r i t y t o t h e r e s i d u a l e q u i t y .
T o s o m e , h i s d e f i n i t i o n w a s a d e p a r t u r e f r o m c o n v e n t i o n a l a c c o u n t i n g . I t a l s o t e n d e d
t o t a k e a l e g a l a p p r o a c h ( K e r r , 1 9 8 4 , p I 5 - 1 6 ) .
D e f i n i t i o n s o f l i a b i l i t i e s w o u l d b e e x t e n d e d t o i n c l u d e n o t o n l y l e g a l o b l i g a t i o n s b u t
a l s o e q u i t a b l e a n d c o n s t r u c t i v e o n e s ( F A S B , 1 9 8 5 , F o o t n o t e 2 2 ) . M i x e d w e r e l e g a l ,
f i n a n c i a l , s o c i a l a n d e c o n o m i c i d e a s .
7 4 7
T e n s i o n s n e c e s s a r i l y f o l l o w e d .
7 4 5 C h a m b e r s ( \ 9 6 6 a , p 2 ) , ' W h a t i s g e n e r a l l y u n d e r s t o o d b y t h e s t u d y o f a c c o u n t i n g i s t h e s t u d y o f
a c c o u n t i n g m e t h o d s a n d r u l e s . T h a t a k n o w l e d g e o f m e t h o d s a n d r u l e s i s u s e f u l i s o b v i o u s . B u t
s t a t e m e n t s o f m e t h o d s a n d r u l e s a r e n o t s t a t e m e n t s a b o u t a c c o u n t i n g . T h e y a r e p a r t o f a c c o u n t i n g a s i t
i s p r a c t i c e d o r a s i t i s r e c o m m e n d e d t o b e p r a c t i c e d . A s s u c h , t h e y g i v e n o u n d e r s t a n d i n g o f t h e n a t u r e
a n d f u n c t i o n o f a c c o u n t i n g . W e m a y a c q u i r e s k i l l s b y l e a r n i n g t h e r u l e s , b u t s k i l l s w i t h o u t
u n d e r s t a n d i n g a r e p o t e n t i a l l y d a n g e r o u s . U n l e s s w e u n d e r s t a n d t h e n a t u r e a n d f u n c t i o n o f a c c o u n t i n g ,
w e h a v e n o b a s i s o n w h i c h t o d e c i d e w h e t h e r a n y r u l e o r r u l e s w i l l b e c o n s i s t e n t w i t h i t s c a p a c i t i e s a n d
i t s f u n c t i o n . '
7 4 6 A T B N o 1 ( \ 9 5 3 , p 1 3 - 1 4 ) , ' 2 7 . . . . i n r e l a t i o n t o a b a l a n c e s h e e t , l i a b i l i t y m a y b e d e f i n e d a s f o l l o w s :
S o m e t h i n g r e p r e s e n t e d b y a c r e d i t b a l a n c e t h a t i s o r w o u l d b e p r o p e r l y c a r r i e d f o r w a r d u p o n a c l o s i n g
o f b o o k s o f a c c o u n t a c c o r d i n g t o t h e r u l e s o r p r i n c i p l e s o f a c c o u n t i n g , p r o v i d e d s u c h c r e d i t b a l a n c e i s
n o t i n e f f e c t a n e g a t i v e b a l a n c e a p p l i c a b l e t o a n a s s e t . T h u s t h e w o r k i s u s e d b r o a d l y t o c o m p r i s e n o t
o n l y i t e m s w h i c h c o n s t i t u t e l i a b i l i t i e s i n t h e p o p u l a r s e n s e o f d e b t s o r o b l i g a t i o n s ( i n c l u d i n g p r o v i s i o n
f o r t h o s e t h a t a r e u n a s c e r t a i n e d ) , b u t a l s o c r e d i t b a l a n c e s t o b e a c c o u n t e d f o r w h i c h d o n o t i n v o l v e t h e
d e b t o r a n d c r e d i t o r r e l a t i o n . F o r e x a m p l e , c a p i t a l s t o c k a n d r e l a t e d o r s i m i l a r e l e m e n t s o f
p r o p r i e t o r s h i p a r e b a l a n c e - s h e e t l i a b i l i t i e s i n t h a t t h e y r e p r e s e n t b a l a n c e s t o b e a c c o u n t e d f o r , t h o u g h
t h e s e a r e n o t l i a b i l i t i e s i n t h e o r d i n a r y s e n s e o f d e b t s o w e d t o l e g a l c r e d i t o r s .
' C o n s i d e r a t i o n o f t h e f a c t s n o t e d i n t h e l a s t s e n t e n c e o f t h i s d e f i n i t i o n h a s l e d s o m e a c c o u n t a n t s t o t h e
v i e w t h a t t h e a g g r e g a t e o f l i a b i l i t i e s a s c o n t e m p l a t e d i n t h i s d e f i n i t i o n s h o u l d b e r e f e r r e d t o a s t h e
a g g r e g a t e o f l i a b i l i t i e s a n d c a p i t a l , a n d t h a t t h e b a l a n c e s h e e t c o n s i s t s o f a n a s s e t s e c t i o n , a l i a b i l i t y
s e c t i o n , a n d a p r o p r i e t a r y o r c a p i t a l s e c t i o n , w i t h t h e m o n e t a r y a m o u n t s r e p r e s e n t e d b y t h e f i r s t s h o w n
a s e q u a l t o t h e s u m o f t h o s e r e p r e s e n t e d b y t h e o t h e r t w o . T h e c o m m i t t e e f e e l s t h a t t h e r e i s n o
i n c o n s i s t e n c y b e t w e e n t h i s v i e w a n d t h e s u g g e s t e d d e f i n i t i o n . '
7 4 7 F A S A C ( 2 0 0 4 b , p l O ) , ' P a r a g r a p h 4 0 d i f f e r e n t i a t e s c o n s t r u c t i v e a n d e q u i t a b l e o b l i g a t i o n s f r o m w h a t
a r e t e r m e d " l e g a l l y e n f o r c e a b l e o b l i g a t i o n s " o n t h e g r o u n d s t h a t " t h e y l a c k t h e l e g a l s a n c t i o n t h a t
c h a r a c t e r i z e s m o s t l i a b i l i t i e s a n d m a y b e b i n d i n g p r i m a r i l y b e c a u s e o f s o c i a l o r m o r a l s a n c t i o n s o r
c u s t o m . " T h u s , l e g a l o b l i g a t i o n s a r e e q u a t e d w i t h b e i n g l e g a l l y e n f o r c e a b l e . E q u i t a b l e o b l i g a t i o n s a r e
d e s c r i b e d a s s t e m m i n g f r o m " e t h i c a l o r m o r a l c o n s t r a i n t s r a t h e r t h a n f r o m r u l e s o f c o m m o n o r s t a t u t e
l a w , t h a t i s , f r o m a d u t y t o a n o t h e r e n t i t y t o d o t h a t w h i c h a n o r d i n a r y c o n s c i e n c e a n d s e n s e o f j u s t i c e
w o u l d d e e m f a i r , j u s t , a n d r i g h t - t o d o w h a t o n e o u g h t t o d o r a t h e r t h a n w h a t o n e i s l e g a l l y o b l i g a t e d
t o d o . " C o n s t r u c t i v e o b l i g a t i o n s a r e d e s c r i b e d a s b e i n g " c r e a t e d , i n f e r r e d , o r c o n s t r u c t e d f r o m t h e f a c t s
i n a p a r t i c u l a r s i t u a t i o n r a t h e r t h a n c o n t r a c t e d b y a g r e e m e n t w i t h a n o t h e r e n t i t y o r i m p o s e d b y
g o v e r n m e n t . "
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F A S B ( 1 9 7 6 , p a r a I 4 9 - 1 8 1 ) p r o v i d e d a s u m m a r y o f c o n f l i c t i n g v i e w s . T h e d e f i n i t i o n
w h i c h f o l l o w e d ( F A S B , 1 9 8 0 , p a r a 2 8 ) r e a d s ,
L i a b i l i t i e s a r e p r o b a b l e f u t u r e s a c r i f i c e s o f e c o n o m i c b e n e f i t s a r i s i n g f r o m
p r e s e n t o b l i g a t i o n s o f a p a r t i c u l a r e n t i t y t o t r a n s f e r a s s e t s o r p r o v i d e s e r v i c e s
t o o t h e r e n t i t i e s i n t h e f u t u r e a s a r e s u l t o f p a s t t r a n s a c t i o n s o r e v e n t s .
A s i m i l a r d e f i n i t i o n w a s p r o p o s e d i n S A C 4 ( A A R F , 1 9 9 2 ) . 7 4 8 O t h e r t h a n r e w o r d i n g ,
t h e m a j o r d i f f e r e n c e w a s t h e e x c l u s i o n o f t h e c o n s t r a i n t ' p r o b a b l e ' . I n s t e a d , t h i s w a s
t r a n s f e r r e d t o t h e c o n s i d e r a t i o n o f ' r e c o g n i t i o n ' .
R e s e a r c h b y I j i r i ( 1 9 8 0 ) a n d J o h n s o n a n d S t o r e y ( 1 9 8 2 ) s a w t h e i d e a i n c l u d e d i n C F s
( C h a p t e r 7 ) . I t d i v o r c e d a d e f i n i t i o n f r o m w h a t w a s t o b e i n c o r p o r a t e d i n a c c o u n t s a n d
r e s u l t i n g f i n a n c i a l s t a t e m e n t s . I n A u s t r a l i a , S A C 4 i n c l u d e d ,
6 5 A l i a b i l i t y s h o u l d b e r e c o g n i s e d i n t h e s t a t e m e n t o f f i n a n c i a l p o s i t i o n w h e n
a n d o n l y w h e n :
( a ) i t i s p r o b a b l e t h a t t h e f u t u r e s a c r i f i c e o f e c o n o m i c b e n e f i t s w i l l b e
r e q u i r e d ; a n d
( b ) t h e a m o u n t o f t h e l i a b i l i t y c a n b e m e a s u r e d r e l i a b l y .
C r i t e r i a a r e r e q u i r e d t o a n a l y s e v a r i o u s d e f i n i t i o n s o f , a n d a p p l i c a t i o n s a f f o r d e d , t h e
p a r t i c u l a r t e r m ' l i a b i l i t y ' i n a c c o u n t i n g . D i s c u s s i o n a s t o w h e t h e r o r n o t d e f i n i t i o n s
( a n d r e c o g n i t i o n ) a r e ' g o o d ' , ' b a d ' , ' r i g h t ' o r ' u s e f u l ' r e q u i r e t h o s e c r i t e r i a t o b e
e s t a b l i s h e d . O t h e r w i s e , t h e d e b a t e r e m a i n s u n r e s o l v a b l e , a s a r g u e d i n C h a p t e r 7 ,
e s p e c i a l l y a s r e g a r d s t h e d i f f e r e n t i n t e r p r e t a t i o n s o f ' p r o b a b l e ' ( F A S A C , 2 0 0 4 b , p 3 -
6 ) . 7 4 9 R e c o g n i t i o n a l s o h a d i m p l i c a t i o n s f o r m e a s u r e m e n t a n d t h e t e r m ' v a l u e ' .
8 . 3 T h e u s e s o f t h e t e r m ' v a l u e '
T h e r e a s o n i n g h e r e ( a n d f o l l o w e d b y C h a m b e r s i n d e v e l o p i n g C o C o A ) i n v o l v e s
w o r d s o r s i m i l a r s y m b o l s ( s i n g l e o r i n g r o u p i n g s ) a n d p r o c e s s e s ( l o g i c , g r a m m a r a n d
t h e l i k e ) t o d e v e l o p a n d t e s t h y p o t h e s e s f o r i n t e r n a l c o n s i s t e n c y a n d e x t e r n a l v e r i t y
( r e c a l l C h a p t e r I ) . D e m s k i ( 2 0 0 2 , p I ) a r g u e s t h a t t h i s t y p e o f r e s e a r c h i s a l e g i t i m a t e
a p p r o a c h a n d t h a t a c a d e m i c a c c o u n t a n t s ' d o n o t w e l l a p p r e c i a t e t h e
c o m p l e m e n t a r i t i e s a m o n g o u r v a r i o u s a c t i v i t i e s . ' I n m o d e m a c a d e m i c b u s i n e s s
s c h o o l s , C h a m b e r s ' w a y o f r e a s o n i n g w a s q u e s t i o n e d b y s o m e , b u t D e m s k i s u p p o r t e d
t h e r o l e o f t h a t r e a s o n i n g . P " C e r t a i n l y t o a r g u e a g a i n s t C h a m b e r s ' a p p r o a c h d i s m i s s e s
c e l e b r a t e d t h i n k e r s s i n c e t h e d a y s o f P l a t o o r A r i s t o t l e .
7 4 8 A A R F ( 1 9 9 2 ) , ' 4 8 " L i a b i l i t i e s " a r e t h e f u t u r e s a c r i f i c e s o f e c o n o m i c b e n e f i t s t h a t t h e e n t i t y i s
p r e s e n t l y o b l i g e d t o m a k e t o o t h e r e n t i t i e s a s a r e s u l t o f p a s t t r a n s a c t i o n s o r o t h e r p a s t e v e n t s . ' V a r i o u s
b o d i e s l i k e F A S A C ( 2 0 0 4 b , p 3 & p 1 4 ) h a v e s i m i l a r i n t e n t .
7 4 9 P a r t i c u l a r w r i t i n g s m i g h t b e a n a l y s e d f o r e x a m p l e i n t e r m s o f ( \ ) t h e v i e w p o i n t t a k e n o n a p r e c i s e
i d e n t i f i c a t i o n o f t h e f u n c t i o n o f a c c o u n t i n g w h i c h p l a c e s f u r t h e r p r o p o s i t i o n s i n c o n t e x t ; ( 2 ) t h e
i n t e r n a l c o n s i s t e n c y o f r e a s o n i n g u s i n g t h e t e r m l i a b i l i t y a n d r e l a t e d t e r m s ( s u c h a s ' o b l i g a t i o n ' o r
' d e b t ' ) ; ( 3 ) t h e a p p r o a c h t a k e n t o v a l u a t i o n .
7 5 0 D e m s k i ( 2 0 0 2 , p i ) c o n t i n u e s , ' T o i l l u s t r a t e , c o n t r a s t t w o c l a s s r o o m a p p r o a c h e s t o d e a l i n g w i t h
s o m e f i n a n c i a l r e p o r t i n g i s s u e . . . O n e a p p r o a c h m i g h t e m p h a s i z e t h e i n f o r m a t i o n a l e f f i c i e n c y o f
g l o b a l i z e d s e c u r i t y m a r k e t s , w h i l e a n o t h e r m i g h t e m p h a s i z e t h e i m p o r t a n c e o f c o g n i t i v e f r a m i n g a n d
c o n c a t e n a t i n g t h e a c c o u n t i n g w i t h v a r i o u s n o n - a c c o u n t i n g i n f o r m a t i o n s o u r c e s . ( O n e c o u l d j u s t a s
e a s i l y p l a c e t h i s j u x t a p o s i t i o n i n a r e s e a r c h p r o j e c t s e t t i n g . ) T w o f a c t s s t r i k e m e a s i m p o r t a n t h e r e .
F i r s t , n e i t h e r a p p r o a c h i s c o m p l e t e l y f a c t u a l ; r a t h e r , e a c h e m p h a s i z e s p a r t i c u l a r a s p e c t s o f t h e l a r g e r
p u z z l e . E a c h , t h e r e f o r e , h a s a n e r r o r t e r m . S e c o n d , t h e B l a c k w e l l T h e o r e m t e a c h e s u s t o b e w a r y o f
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C r o s b y ( 1 9 9 7 , p 1 3 ) p o i n t s o u t ' A r i s t o l e , " t h e P h i l o s o p h e r , " a s m e d i e v a l E u r o p e c a l l e d
h i m , f o u n d d e s c r i p t i o n a n d a n a l y s i s m o r e u s e f u l i n q u a l i t a t i v e t e r m s t h a n i n
q u a n t i t a t i v e o n e s . ' A r i s t o t l e ( T h o m s o n e t a i , 1 9 7 6 ) w r o t e o f a s e r i e s o f ' v i r t u e s ' o r
' v a l u e s ' a s s h o w n i n F i g u r e 8 . 1 . T h e r e , t h e v a l u e s a r e c l a s s i f i e d i n t o I n t e l l e c t u a l a n d
M o r a l . T h e f o r m e r w e r e S c i e n c e ( w h i c h i n c l u d e s i s s u e s o f k n o w l e d g e ) , T e c h n e
( w h i c h i n c l u d e s t e c h n i c a l s k i l l a n d i s s u e s o f c o m p e t e n c e o r r e s o u r c e f u l n e s s ) a n d
W i s d o m ( w h i c h i n c l u d e s i n t e l l i g e n c e a n d u n d e r s t a n d i n g ) . T h e l a t t e r w e r e C o u r a g e
( w h i c h i n c l u d e s l o y a l t y ) , T e m p e r a n c e ( i n c l u d i n g g e n e r o s i t y a n d m a g n a n i m i t y ) a n d
J u s t i c e ( w h i c h i n c l u d e s d i s c i p l i n e ) . T h e k e y s t o n e t o i n t e g r a t e t h e v a l u e s i n t o a
c o h e r e n t f r a m e w o r k i s t h a t o f P r u d e n c e ( w h i c h i n c l u d e s a c q u i r e d p r a c t i c a l w i s d o m ) .
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A t t h e o t h e r e x t r e m e ,
m o r e m o d e m t h o u g h t i n t r o d u c e d n u m b e r s / m e a s u r e m e n t i n t o r e a s o n i n g a n d r e s e a r c h
m e t h o d s , p e r h a p s t o a p r e m i e r l e v e l . 7 5 2
R e f e r e n c e b y K n i g h t ( 1 9 5 5 a , p 1 6 2 ) t o e c o n o m i s t s a n d p h i l o s o p h e r s 7 5 3 p r o v i d e s a
c o n t e x t f o r t h i s t e r m i n i t s m o s t b r o a d l e v e l . P e r r y ( 1 9 5 4 , p 2 - 3 ) a r g u e s t h a t t h e t e r m
o v e r - r e a c h i n g p r e f e r e n c e s t a t e m e n t s i n t h i s t y p e o f s e t t i n g . T o c l a i m t h a t o n e a p p r o a c h i s g e n e r i c a l l y
b e t t e r t h a n t h e o t h e r i s l o g i c a l l y e q u i v a l e n t t o m a k i n g t h e c l a i m t h a t t h e e r r o r s i n t h e s e c o n d c a n b e
m o d e l l e d a s i f t h e y w e r e e q u a l i n d i s t r i b u t i o n t o t h e e r r o r s o f t h e f i r s t p l u s a n a d d i t i o n o f g r a t u i t o u s
e r r o r s . I s i n c e r e l y d o u b t t h i s i s t h e c a s e . T h i s m e a n s t h e t w o a p p r o a c h e s o f f e r t h e p r o s p e c t o f t e a c h i n g
u s m o r e a b o u t t h e u n d e r l y i n g p u z z l e t h a n e i t h e r o n e b y i t s e l f . C o m p l e m e n t a r i t i e s a r e p r e s e n t . '
7 5 1 C r o s b y ( 1 9 9 7 , p I 2 ) , ' T h e w r i t i n g s o f P l a t o a n d A r i s t o t l e c e l e b r a t e a n u n o , a n a l m o s t
a n t / m e t r o l o g i c a l a p p r o a c h a n d h a v e t h e f u r t h e r a d v a n t a g e o f b e i n g r e p r e s e n t a t i v e o f o u r a n c e s t r a l m o d e
o f t h o u g h t a t i t s b e s t . T h e s e t w o m e n t h o u g h t m o r e h i g h l y o f h u m a n r e a s o n t h a n w e d o , b u t t h e y d i d
n o t b e l i e v e o u r f i v e s e n s e s c a p a b l e o f a c c u r a t e m e a s u r e m e n t o f n a t u r e . '
7 5 2 B e n s u s a n - B u t t ( 1 9 7 8 , p p 1 7 8 - 1 7 9 ) a r g u e s , ' T h e p u r s u i t o f r i g o u r i n t h e o r y - i n i t s e l f , t h e w o r t h y
a i m o f g e t t i n g t h e l o g i c w a t e r t i g h t - r e q u i r e s m a t h e m a t i c s . T h e p r e s t i g e o f m a t h e m a t i c s ( a l a n g u a g e
o p a q u e t o m o s t o f t h e p o p u l a t i o n ) h a s l e d t o t h e n o w a l m o s t u n i v e r s a l p r a c t i c e o f s t a t i n g t h e o r e t i c a l
a r g u m e n t s i n t h i s s y m b o l i c f o r m . I t i s i n a f o r m d i s t a n t i n d e e d f r o m t h e p a r t v e r b a l p a r t - p i c t o g r a p h i c ,
p a r t - e m o t i o n a l l a n g u a g e i n w h i c h a g e n t s i n f a c t c o n d u c t t h e i r m a k i n g o f d e c i s i o n s . '
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c a n h a v e m e a n i n g f o r a n y o b j e c t o f i n t e r e s t . H o w e v e r , t h e q u a n t i f i c a t i o n o f t h a t t e r m
l e d t o d e b a t e . F o r i n s t a n c e , K n i g h t ( P l 6 3 ) t o o k i s s u e w i t h P e r r y ' s d i s c u s s i o n o f t h e
q u a n t i f i c a t i o n o f ' t r u t h ' o r ' b e a u t y ' . S t e v e n s ( 1 9 4 6 , p 6 7 ' ? s h a d d i s c u s s e d s i m i l a r i s s u e s
i n t h e c o n t e x t o f t h e ' m e a s u r e m e n t ' o f h u m a n s e n s a t i o n . 5 4
I n d e v e l o p i n g C o C o A , C h a m b e r s w o u l d e m p h a s i s e t h e u s e o f ' p r i c e ' , i t b e i n g a
n a r r o w e r c o n c e p t t h a n t h e b r o a d e r ' v a l u e ' . I n d e b a t e s , t h i s p o i n t w a s o f t e n n o t
a p p r e c i a t e d , a s o t h e r s w o u l d i n t r o d u c e t h e u s e o f s a y ' m a r k e t v a l u e ' . T o C h a m b e r s ,
t h i s w o u l d b e t o o i n e x a c t . 7 5 5 H i s C o C o A w o u l d b e b a s e d i n p r i n c i p l e o n e x i t m a r k e t
p r i c e s . A s w i l l b e s h o w n l a t e r , C h a m b e r s w a s r e q u i r e d t o d e b a t e v a r i o u s r e l a t e d
i s s u e s .
A s m e t i n e a r l i e r c h a p t e r s , t h e r e p o r t i n g o f ' v a l u e s ' i n s o m e q u a n t i f i e d w a y h a s b e e n
o v e r t i m e a m a j o r d i l e m m a f o r a c c o u n t a n t s . I t w a s o f t e n i n t h e c o n t e x t o f C G a n d t h e
s t a t e m e n t o f f i n a n c i a l p o s i t i o n t o b e p r e p a r e d a n d c o m m u n i c a t e d t o o t h e r
s t a k e h o l d e r s . R e c a l l t h e d e b a t e b e t w e e n M a y a n d R i p l e y - t h e f o r m e r a n d h i s
c o n v e n t i o n a l a c c o u n t i n g a n d t h e l a t t e r a n d h i s r e p o r t i n g o f ' c u r r e n t v a l u e ' .
P e l o u b e t ( 1 9 3 5 , p 2 0 l ) a r g u e d t h a t ' v a l u e ' b e i n g a s u b j e c t i v e i d e a , t h e b a s i s o f v a l u e i s
w h a t a p e r s o n o r g r o u p o f p e r s o n s t h i n k s . H e r e h e i s c e r t a i n l y w r i t i n g a s a p h i l o s o p h e r
- A r i s t o t l e m i g h t e a s i l y a g r e e . P e l o u b e t ( P 2 0 5 ) a l s o m a d e a p o i n t w i t h w h i c h
s u p p o r t e r s o f C o C o A w o u l d a g r e e , s u g g e s t i n g a s e a r c h i n t o t h e m e a n i n g o f v a l u e l e d
t o t h e c o n c l u s i o n t h a t ' v a l u e ' i s a n o p i n i o n a n d l i t t l e e l s e .
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H e w a s p r e p a r e d t o a d m i t
t h a t t h i s m i g h t b e m o r e i m p o r t a n t t h a n f a c t s , b u t a d i s t i n c t i o n w a s n e c e s s a r y b e t w e e n
' v a l u e ' a n d ' f a c t s , . 7 5 7 W h i l e h i s i n t e r p r e t a t i o n o f ' f a c t s ' i s d e b a t a b l e , t h i s d i s t i n c t i o n i s
a k e y i d e a i n C o C o A .
7 5 3 K n i g h t , ( l 9 5 5 a , p I 6 2 ) , ' E c o n o m i s t s a n d p h i l o s o p h e r s o r w o r k e r s i n s o m e b r a n c h e s o f e a c h f i e l d
t a l k m u c h a m o n g " v a l u e " , i n t h e o r y a n d a p p l i c a t i o n . '
7 5 4 S t e v e n s ( 1 9 4 6 , p 6 7 7 ) , ' D e l i b e r a t i o n l e d o n l y t o d i s a g r e e m e n t , m a i n l y a b o u t w h a t i s m e a n t b y
m e a s u r e m e n t . A n i n t e r i m r e p o r t i n 1 9 3 8 f o u n d o n e m e m b e r c o m p l a i n i n g ! h a t h i s c o l l e a g u e s " c a m e o u t
b y t h e s a m e d o o r a s t h e y w e n t i n , " a n d i n o r d e r t o h a v e a n o t h e r t r y a t a g r e e m e n t , t h e c o m m i t t e e b e g g e d
t o b e c o n t i n u e d f o r a n o t h e r y e a r . ' T h e f i n a l r e p o r t i n 1 9 4 0 d e a l t i n s o m e d e t a i l w i t h t h e S o n e s c a l e o f
l o u d n e s s .
7 5 5 S t a u b u s ( 1 9 7 7 , p I 2 9 ) , ' T h e f i r s t i s s u e t o b e c o n s i d e r e d . . . i s t e r m i n o l o g i c a l . I s " m e a s u r e m e n t " t h e
a p p r o p r i a t e t e r m f o r u s e i n a c c o u n t i n g o r w o u l d ' ' v a l u a t i o n , ' ' o r p e r h a p s " q u a n t i f i c a t i o n , " s e r v e b e t t e r ?
" V a l u a t i o n " h a s b e e n u s e d e x t e n s i v e l y i n t h e a c c o u n t i n g p r o f e s s i o n . '
7 5 6 E d i t o r i a l ( 1 9 3 5 a , p 8 3 ) , ' I t w i l l b e a l i t t l e d i f f i c u l t t o a c c u s t o m i n v e s t o r s t o t h e a b s e n c e o f t h e
p r e c i o u s w o r d " v a l u e " . I t i s a k i n d o f f e t i s h w h i c h h a s b e e n o v e r w o r k e d b y e c o n o m i s t s a n d s c h o o l m e n
g e n e r a l l y , w h o h a v e s o u g h t b y t h e u s e o f a s i m p l e , c o m m o n w o r d t o a f f o r d a m e t h o d o f i n t e r p r e t i n g
f i n a n c i a l s t a t e m e n t s . W e c o n g r a t u l a t e t h e C o m m i s s i o n o n i t s w i s d o m . '
7 5 7 D e w e y ( 1 9 3 9 , p l - Z ) , ' P e r h a p s i t i s s a f e s t t o b e g i n b y a s k i n g h o w i t i s t h a t t h e p r o b l e m o f v a l u a t i o n -
t h e o r y [ a p p e a r s ] s o l a r g e l y i n r e c e n t d i s c u s s i o n s . . . . S i n c e t h e p r o p o s i t i o n s o f t h e n a t u r a l s c i e n c e s
c o n c e r n m a t t e r s - o f - f a c t a n d t h e r e l a t i o n s b e t w e e n t h e m , a n d s i n c e s u c h p r o p o s i t i o n s c o n s t i t u t e t h e
s u b j e c t m a t t e r a c k n o w l e d g e d t o p o s s e s s p r e - e m i n e n t s c i e n t i f i c s t a n d i n g , t h e q u e s t i o n i n e v i t a b l y a r i s e s
w h e t h e r s c i e n t i f i c p r o p o s i t i o n s a b o u t t h e d i r e c t i o n o f h u m a n c o n d u c t , a b o u t a n y s i t u a t i o n i n t o w h i c h
t h e i d e a o f s h o u l d e n t e r s , a r e p o s s i b l e ; a n d , i f s o , o f w h a t s o r t t h e y a r e a n d t h e g r o u n d s u p o n w h i c h t h e y
r e s t . '
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C h a m b e r s ( 1 9 6 6 a ) a r g u e d d e c i s i o n s w e r e b a s e d o n r e l a t i o n s h i p s b e t w e e n ' v a l u e s ' a n d
' e x i t p r i c e s ' w h e r e i f
• v a l u e s e x c e e d e d E x i t p r i c e , o n e w o u l d h o l d ,
• v a l u e s w e r e l e s s t h a n E x i t p r i c e , o n e w o u l d s e l l ,
• v a l u e s e q u a l l e d E x i t p r i c e , o n e w a s i n d i f f e r e n t .
S t e r l i n g ( 1 9 7 9 ) m a d e s i m i l a r d e c i s i o n - r u l e s a k e y p a r t o f h i s a r g u m e n t f o r e x i t - p r i c e
a c c o u n t i n g . H e ( 1 9 7 9 , p 6 3 ) p r o p o s e d a h i g h l y s p e c i a l i s e d h y p o t h e s i s r e g a r d i n g t h e
c a l c u l a t i o n o f d e p r e c i a t i o n . H i s c l a i m o f i t b e i n g ' r a t h e r f e e b l e ' i s n o t s o i f d e b a t e s
w e r e t o b e r e s o l v e d . H e e m p h a s i s e s t w o r e l a t e d c r i t e r i a ( p 6 5 ) :
• e m p i r i c a l t e s t a b i l i t y , a n d
• r e l e v a n c e .
A f t e r d i s c u s s i n g d e p r e c i a t i o n u n d e r c o n v e n t i o n a l a c c o u n t i n g , S t e r l i n g ( P 6 7 - 7 0 )
c o n c l u d e s ' t h e y p r e s e n t p r o b l e m s t h a t a r e i n p r i n c i p l e u n r e s o l v a b l e ' . I n s t e a d , h e
s u g g e s t s ' a m e a s u r a b l e a t t r i b u t e ' ( P 7 0 - 7 5 ) a s r e f l e c t e d i n e x i t m a r k e t p r i c e s - t h e
b a s i s f o r C o C o A . H e a l s o m e e t s v a r i o u s o b j e c t i o n s r a i s e d b y o p p o n e n t s o f t h e u s e o f
t h o s e p r i c e s . H e t h e n d i s c u s s e s ' t h e p r o f f e r e d h y p o t h e s i s ' ( P 7 5 - 8 0 ) w h i c h i s t e s t a b l e .
T h e c r i t e r i o n ' e m p i r i c a l t e s t a b i l i t y ' i s s i m i l a r t o ' r u l e s o f c o r r e s p o n d e n c e ' ( M a r g e n a u ,
1 9 7 6 ) w h i c h m a y b e e i t h e r v e r b a l o r m a t h e m a t i c a l . F i n a n c i a l a c c o u n t i n g b y
d e f i n i t i o n u s e s n u m b e r s - w h a t i s k n o w n a s a n u m e r i c a l r e l a t i o n s h i p s y s t e m ( N R S ) -
i n p a r t i c u l a r , d o l l a r s . T h e r o l e o f n o n - f i n a n c i a l n u m b e r s i n r e p o r t i n g a s p o i n t e d o u t
e a r l i e r , r e s u l t s i n t h e u s e o f ' n u m b e r s ' i n s a y s o c i a l / e n v i r o n m e n t a l a c c o u n t i n g o r
b e h a v i o u r a l a c c o u n t i n g .
S t e r l i n g b u i l d s o n h i s ' r e l e v a n c e t e s t ' ( p 8 1 ) i d e n t i f i e d e a r l i e r ( P 6 5 ) . W h a t i s r e q u i r e d
i s a m e a s u r a b l e a t t r i b u t e - o n e t h a t i s e m p i r i c a l l y t e s t a b l e . H e p r o d u c e s ( P 8 2 - 8 4 )
a r g u m e n t s a b o u t t h e m e a s u r e m e n t o f p a r t i c u l a r a t t r i b u t e s . I n U S A , d e b a t e c e n t r e d o n
• h i s t o r i c a l c o s t ,
• p r i c e - l e v e l a d j u s t e d h i s t o r i c a l c o s t s , a n d
• r e p l a c e m e n t c o s t s .
A f t e r d e f i n i n g ' r e l e v a n c e ' ( P 8 4 - 8 5 ) , h e i n t r o d u c e s v a r i o u s ' d e c i s i o n m o d e l s ' ( p 8 5 -
9 1 ) . H e f i n a l l y s u g g e s t s ( P 9 1 - 9 3 ) c e r t a i n i s s u e s w h i c h m a k e s t h e u s e o f s e l e c t e d
m e a s u r e s ( i n c l u d i n g t h e t h r e e a b o v e ) i r r e l e v a n t t o t h e r e p o r t i n g o f c o n t e m p o r a r y
f i n a n c i a l p o s i t i o n w h e r e e x i t p r i c e s a r e p r e f e r r e d .
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H o w e v e r , r e p o r t s u s i n g e x i t p r i c e s w e r e n o t r e a d i l y a c c e p t e d i n p r a c t i c e . P e l o u b e t
( 1 9 3 5 , p 2 0 6 ) a r g u e d a g a i n s t t h e p r a c t i c e o f r e v a l u a t i o n f r o m ' c o s t ' ( t o a f i g u r e
p o s s i b l y p r i c e b a s e d ) . 7 5 9 H e ( P 2 0 9 ) d i d , h o w e v e r , r e v e a l t h e p o t e n t i a l u s e o f p r i c e s ( a s
o p p o s e d t o v a l u e s ) . 7 6 o
7 5 8 S t e r l i n g ' s ' h a g e ' c a l c u l a t i o n ( p 9 2 ) i s u s e d t o s h o w t h e f u t i l i t y o f c o n v e n t i o n a l a c c o u n t i n g r e p o r t s .
7 5 9 P e l o u b e t ( 1 9 3 5 , p 2 0 6 ) , ' T h e r e i s , I t h i n k , n o a c c e p t e d p r a c t i c e o r p r i n c i p l e w h i c h r e q u i r e s
p e r i o d i c a l r e v a l u a t i o n s ; a n d r e v a l u a t i o n s m a d e i n f r e q u e n t l y , e i t h e r r e d u c i n g o r i n c r e a s i n g c o s t , w h i l e
p e r m i t t e d i n s o m e c i r c u m s t a n c e s , a r e a n e x c e p t i o n t o t h e u s u a l r u l e . T h e S e c u r i t i e s a n d E x c h a n g e
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T h e a r g u m e n t h a d r e a c h e d a l e v e l s u m m a r i s e d i n F i g u r e 8 . 2 . S e l e c t e d v a l u e s c o u l d b e
q u a n t i f i e d , s o m e i n m o n e t a r y t e r m s a n d o t h e r s u n d e r a r a t i n g o r r a n k i n g s c a l e . S o m e
o f t h e m o n e t a r y t y p e s w e r e i n t e r m s o f p r i c e s , o t h e r s p r i c e - b a s e d b u t i n c o r p o r a t i n g
c o n v e n t i o n a l a c c o u n t i n g i d e a s a n d s o m e p r i c e - b a s e d b u t i n c o r p o r a t i n g f u t u r e e v e n t s .
F i g u r e 8 . 2 V a l u e s a n d P r i c e s
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C O N V E N T I O N A L
T h e b a l a n c e s h e e t u n d e r c o n v e n t i o n a l a c c o u n t i n g c o n t i n u e s t o b e q u e s t i o n e d a s
i n a d e q u a t e , p r o v i d i n g s e r v i c e a b l e i n f o r m a t i o n f o r v a r i e d u s e s o n l y b y c h a n c e . J a m e s
( 2 0 0 3 , p 1 3 8 ) s u g g e s t s t h a t t h e ' b a l a n c e s h e e t h a s b e e n i n t r o u b l e f o r a t l e a s t a d e c a d e . '
U n d e r c o n v e n t i o n a l a c c o u n t i n g , t h e t r e a t m e n t o f i n t a n g i b l e a s s e t s i n t h e b a l a n c e s h e e t
w a s b e c o m i n g l e s s d e s c r i p t i v e o f h o w b u s i n e s s i s a c t u a l l y c a r r i e d o u t .
H a v i n g i n s t a n c e d t h e d o t - c o r n b o o m a n d d e b a t e s o n ' t r u e v a l u e ' i n t h o s e c o m p a n i e s ,
J a m e s d e b a t e d ( a s d i d S t e v e n s ( 1 9 4 6 ) a n d h i s c o m m i t t e e i n t h e 1 9 3 0 s ) w h e t h e r s o m e
' q u a l i t y ' m i g h t b e p o s s i b l y q u a n t i f i e d . W i t h i n t h e s e ' i n t a n g i b l e s ' , J a m e s l i s t s i n t e n t i o n
t o d e f r a u d , f r a u d i t s e l f , g r e e d , h o n e s t y , i n t e g r i t y , i n t u i t i o n a b o u t t h e m a r k e t , e m p a t h y
w i t h c u s t o m e r s a n d s t a f f , i n s i g h t i n t o i n v e s t o r s a n d t h e a b i l i t y t o m a k e d i f f i c u l t
d e c i s i o n s . I n a r e l a t e d d e v e l o p m e n t , M c C r o s s a n ( 2 0 0 5 , p 2 ) a r g u e s f o r i d e a s f r o m
b e h a v i o u r a l e c o n o m i c s t o b e c o n s i d e r e d . H e r e , t h e b e h a v i o u r o f
• b a n k d e p o s i t o r s ,
• r e s i d e n t i a l m o r t g a g e h o l d e r s ,
C o m m i s s i o n a p p a r e n t l y d o e s n o t t h i n k i t w o u l d b e o f a n y s e r v i c e t o s t o c k h o l d e r s , i n v e s t o r s o r t h e
p u b l i c t o a t t e m p t p e r i o d i c r e v a l u a t i o n . '
1 6 0 P e l o u b e t ( 1 9 3 5 , p 2 0 9 ) , ' A n y a c c o u n t a n t w h o a t t e m p t s t o m a k e v a l u a t i o n s o t h e r t h a n t h o s e i n d i c a t e d
b y t h e a c c o u n t s o r b y s o m e d e f i n i t e i n d e x , s u c h a s a m a r k e t p r i c e , i s c o m i n g d a n g e r o u s l y c l o s e t o t h e
b o u n d a r y o f h i s o w n f i e l d a n d i s p r e p a r i n g t o s t e p o v e r i n t o t h a t o f t h e e c o n o m i s t a n d e n g i n e e r .
V a l u a t i o n i n a n y t r u e o r i m p o r t a n t s e n s e i s n o t a m a t t e r f o r t h e a c c o u n t a n t a n d t h e m o r e c o m p l e t e l y t h i s
i s r e c o g n i z e d b y a c c o u n t a n t a n d c l i e n t t h e b e t t e r i t w i l l b e f o r a l l c o n c e r n e d . '
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• life insurance policyholders,
• holders of workers' compensation, unemployment insurance, or long term
disability income replacement polices, and
• policyholders who purchase a segregated fund (p4-6),
provide a valuable economic resource for particular financial intermediaries.
These are illustrated by the 'demand deposit floor' found in a bank (McCrossan,
2005, p10-11). While contractually deposits from customers are payable on demand,
the 'value' of the liability is debatable. Given that the deposits' turnover is often slow
and time to maturity long, Peasnell (2005, p9) argues that for the liability, 'the fair
value estimates arrived at might be substantially lower than the amount repayable to
the depositors.' Barth (2005, p7-8) makes a similar point. This is linked to a 'deposit
premium'/'demand deposit floor' type intangible."!
Indeed, interactions of new developments with accounting led to tensions in the
information to be provided. As Peasnell (2005, p9) points out, 'valuation and risk
management of [selected] liabilities involves complex issues in practice.' They in turn
lead to seemingly irresolvable debates in underlying reasoning, especially as regards
measurement.
8.4 The valuation methods/measurement
The quantification/measurement in accounting (and resulting reports) had to deal with
issues faced in other disciplines, including that of the measurement discipline in
general. Analyses have of course been carried out independent of practice for several
centuries.762
Tools for measurement would see their use as the rules of correspondence in theory
development. A number system was used to reflect the phenomena of interest -
measurement thus introduced.
8.4.1 In geueral
Sterling (1970, pp 65-66) warns, 'Anyone who expects to find a single, well-
established definition of measurement is due for a disappointment'. Reasons for
disappointment are clearly tied up with the historical development of measurement
which Stevens (1975) traced. As is often the case, measurement was practiced for
some time before it was deemed necessary to analyse what was done. Early practice
761 Peasnell (2005, p9) sees this as 'obtained by the bank as reward for the services provided to
depositors and as such is a form of prepaid income. There is no market for such deposit premiums
and
any attempt to fair value must involve consideration of entity-specific factors.'
762 Ritchie (1923, p3) has written of early Grecian times, 'Mathematics, they thought was an
occupation for gentlemen, but using tools or working with your hands "simply wasn't done".
It is
perhaps hardly sufficiently realized how important a part the mechanical parts play in the developm
ent
of science and how absolutely essential they are for the purpose of physical measurement.' Cr
osby
(1997, Abstract), 'The Measure of Reality discusses the epochal shift from qualitative to quantitative
perception in Western Europe during the late Middle Ages and Renaissance. This shift made mo
dem
science, technology, business practice, and bureaucracy possible. It affected not only the obvio
us -
such as measurements of time and space and mathematical technique - but, equally
and
simultaneously, music and painting, thus proving that the shift was even more profound than
once
thought.'
263
d e a l t w i t h c o u n t i n g o r t a l l y i n g o f o b j e c t s - a c o n c e p t w h i c h i s t e r m e d n u m e r o s i t y , I n
o l d e n t i m e s ( a n d p o s s i b l y t o d a y i n p r i m i t i v e s o c i e t y ) , c o u n t i n g i n p r a c t i c e w a s s i m p l y
' o n e , t w o , m a n y ' . H o w e v e r , i n a n y a c c o u n t i n g , i t i n c r e a s i n g l y i n v o l v e d l a r g e r
n u m b e r s ( S y & T i n k e r , 2 0 0 6 , p 1 0 9 ) .
O n c e a n a l y s i s b e g a n , t h e n u m b e r s y s t e m b e c a m e a n a b s t r a c t s y s t e m i n i t s o w n r i g h t .
T o e n a b l e d i s c u s s i o n a n d a p p r e c i a t i o n o f v a r i o u s i d e a s n e c e s s i t a t e d a f r a m e o f
r e f e r e n c e . F i n k e l s t e i n ( 1 9 7 5 ) p r o v i d e s a s u i t a b l e o n e .
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H e e m p l o y s t h e r e a s o n i n g
u s e d b y S u p p e s a n d Z i n n e s ( 1 9 6 3 ) t o e x p l a i n t h e e l e m e n t s :
• a s e t o f e m p i r i c a l r e l a t i o n s h i p s i n a r e a l w o r l d I P - f i e l d l E R S
• a s e t o f n u m e r i c a l r e l a t i o n s i n a n a b s t r a c t i o n l C - f i e l d I N R S
• a m a p p i n g .
G i v e n s u c h a f r a m e o f r e f e r e n c e , i d e a s o n m e a s u r e m e n t w e r e i n c o r p o r a t e d i n t o
r e s e a r c h c a r r i e d o u t i n b o t h t h e h a r d a n d s o f t s c i e n c e s ( C o o p e r & S c h i n d l e r , 2 0 0 1 ;
K e r l i n g e r , 1 9 8 6 ) , c o n s i s t e n t w i t h t h e d e v e l o p m e n t o f v a r i o u s s c h o o l s o f t h o u g h t .
F r o m t h e N R S , t h e u s e o f n u m b e r s w a s c l a s s i f i e d i n t o t w o s c h o o l s .
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T h e d i f f e r e n c e s
b e t w e e n t h e s e t w o s c h o o l s c e n t r e o n t w o d i s p u t e s . ? "
• w h e t h e r o r n o t i t i s n e c e s s a r y , t o b e c a l l e d a m e a s u r e m e n t d i s c i p l i n e , f o r t h e
r e l a t i o n s h i p i n t h e N R S t o b e c a p a b l e o f r e p l i c a t i o n i n t h e E R S , a n d
• t h e r o l e o f p r o p e r t i e s / a t t r i b u t e s o f p h e n o m e n a r e a l i t y l P - f i e l d l E R S .
I n t h e s e c o n d d i s p u t e , p h i l o s o p h i c a l q u e s t i o n s a r e f o u n d , s u c h a s w h a t r e a l i t y i s a n d
w h e t h e r p h e n o m e n a i n r e a l i t y c o u l d e x i s t i n d e p e n d e n t o f b e i n g e x p e r i e n c e d b y m a n .
S u p p o r t e r s o f t h e n a r r o w s c h o o l a r g u e t h a t t h e o b j e c t o r p h e n o m e n o n o f i n t e r e s t m u s t
p o s s e s s a c e r t a i n p r e - e x i s t i n g p r o p e r t y o r a t t r i b u t e w h i c h c a n b e m e a s u r e d . B r o a d
s c h o o l s u p p o r t e r s o n t h e o t h e r h a n d , c o n t i n u e t o e m p h a s i s t h e w e l l - d e f i n e d
o p e r a t i o n a l p r o c e d u r e s w h e r e b y n u m b e r s a r e a s s i g n e d . i ' "
T h e b r o a d s c h o o l h a s v a r i o u s s u p p o r t e r s i n c o n v e n t i o n a l a c c o u n t i n g w h o s t r e s s t h e
v a r i o u s o p e r a t i o n a l p r o c e d u r e s . A T B 1 ( 1 9 5 3 , p 8 ) s a w l i t t l e d i f f i c u l t y a r i s i n g f r o m t h e
7 6 3 F i n k e l s t e i n ( 1 9 7 5 , p 1 0 4 ) w r i t e s o f Q b e i n g a w e l l - d e f i n e d , n o n - e m p t y s e t o f p h e n o m e n a . W i t h i n
t h i s c l a s s t h e r e e x i s t s a s e t o f e m p i r i c a l r e l a t i o n s , r e p r e s e n t i n g t h e E m p i r i c a l R e l a t i o n a l S y s t e m ( E R S ) .
N i s a s e t o f n u m b e r s o n w h i c h a r e i m p o s e d a s e t o f n u m e r i c a l r e l a t i o n s , r e p r e s e n t i n g t h e N u m e r i c a l
R e l a t i o n a l S y s t e m ( N R S ) . M i s a m a p p i n g o f t h e E R S b y t h e N R S o n a o n e - t o - o n e b a s i s ( i . e . a n
i s o m o r p h i c m a p p i n g e x i s t s ) o r o n a m a n y - t o - o n e b a s i s ( i . e . a h o m o m o r p h i c m a p p i n g e x i s t s ) . T h e t r i p l e t
e q u a l t o ( Q , N , M ) t h e n c o n s t i t u t e s a s c a l e o f m e a s u r e m e n t o f Q . M i s r e q u i r e d t o b e a w e l l - d e f i n e d
o p e r a t i o n a l p r o c e d u r e . M a r g e n a u ( 1 9 7 6 ) u s e d P - f i e l d a n d C - f i e l d f o r E R S a n d N R S r e s p e c t i v e l y .
7 6 4 S u c h a c l a s s i f i c a t i o n w a s m a d e b y S t e v e n s ( 1 9 5 9 , p 1 9 ) w r i t i n g : ' P e r h a p s i t i s u n f a i r t o p r e t e n d t h a t
t h i s l i b e r a l a n d o p e n - h a n d e d d e f i n i t i o n o f m e a s u r e m e n t i s t h e a c c e p t e d n o r m , f o r s o m e p r a c t i t i o n e r s o f
t h e p h y s i c a l s c i e n c e s p r e f e r t o c l i n g t o t h e n a r r o w e r v i e w t h a t o n l y c e r t a i n o f t h e t i d i e r r u l e s a r e
a d m i s s i b l e . ' A b d e l - M a g i d ( 1 9 7 9 ) r e f e r s t o t h e n a r r o w e r v i e w a s t h e ' c l a s s i c a l ' s c h o o l .
7 6 5 R e f e r S t e r l i n g ( 1 9 7 0 , p 6 6 - 6 7 ) . A b d e l - M a g i d ( 1 9 7 9 , p 3 4 8 - 3 5 1 ) a l s o r e f e r s t o s i g n i f i c a n t d i f f e r e n c e s
b e t w e e n t h e t w o t h e o r i e s .
7 6 6 S t e r l i n g ( 1 9 7 0 , p 6 7 ) w r i t e s t h a t s o m e a r g u e ' t h a t t o a t t r i b u t e p r e - e x i s t i n g p r o p e r t i e s t o o b j e c t s
c o m m i t s o n e t o a n u n t e n a b l e m e t a p h y s i c a l p o s i t i o n ' .
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'procedures' used, even though criticisms continued.I'" Perhaps 'procedures' did not
have the same meaning as would be offered by those in the measurement literature
proper.
Concerning the first dispute on the requirement for physical operations to show
'additivity', Stevens (1975) refers to a twisting of original ideas on 'measurement'.
He attributes it to Helmholtz in 1887.7
68
Those in the narrow school emphasise a distinction between fundamental and derived
measurements. The former is restricted to those cases where the additivity axioms in
the NRS can be replicated in a physical sense among the phenomena in the ERS.
When such direct measurement is not possible, indirect operational procedures lead to
a derived measurement.I"?
The fundamental-derived classification added little to the resolution of debates in
accounting. However, the narrow-broad one continued to be debated. Those in the
broad school emphasise the various scales of measurement. Nominal, ordinal, interval
and ratio scales are identified which Stevens discussed over time.770
The ideas underlying these various scales can be classified in various ways. Stevens
(1946, Table 1, p 678) arranges them in terms of Basic Empirical Operations,
Mathematical Group Structure and Permissible Statistics. Suppes and Zinnes (1963,
p42) developed certain axioms of measurement of extensive properties. Hempe1
(1951, p56-66) develops a similar set of axioms. Cohen and Nagel (1960, p39-40)
develop Formal Conditions for Measurement. It is unnecessary to analyse these
discussions here. It is sufficient to note that Cohen and Nagel state six conditions."!
The first two are sufficient if measurement is restricted to non-additive properties
(such as beauty or intelligence). However, all six conditions must be satisfied if
measurement in a narrow sense is to be possible.
767 ATBI (1953, P 8), ' ... it is a universally accepted practice to add the cost value of one asset to the
market value of another, and to deduct from the sum the amount of a liability to arrive at a net fi
gure.
This procedure, although open to obvious criticism of its mathematical propriety, possesses so m
any
practical advantages and is so well established that it is not likely to be abandoned.'
768 Stevens (1975, p45) suggests Helmholtz ' ... turned the matter around ... and implied that unless the
concrete operations could be mirrored by the mathematical laws of additivity, the operations di
d not
qualify as measurement.'
769 Stevens (1959, p 22) writes, 'Only a few properties such as length, weight, and electric resistance,
are measurable in this fundamental way. Most other magnitudes dealt with in physics are measur
ed by
indirect or 'derived' measurement - a process in which derived magnitudes are defined by mea
ns of
numerical laws relating fundamental magnitudes. Thus density, the classical example, is measur
ed by
the ratio of mass to volume.'
770 Compare for example, his 1946 discussion, especially Table I (page 678) and his 1959 discussion,
especially Table I (p 25).
77J The conditions are, 1. Given a set of bodies BI, B2, B3 etc, one and only one of the follo
wing
relations holds: BI>B2, BI<B2, BI=B2; 2.lfBI>B2 and B2>B3, then BI>B3; 3.lfBI+B2~B3,then
B2+BI=B3; 4. If BI=B2, them BI+B4>B2; 5. If BI~B2 and B3=B4, then BI+B3=B2+B4; 6.
(BI+B2)+B3~B I+(B2+B3).
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Some writers think dispute over nominal scales is not vital. It is, Stevens (1959, p25)
suggests, a problem of words.m A similar argument applies to ordinal scales in
certain circumstances.T? Here, however, Cohen and Nagel (1960, p40) point out that
results of 'measuring' may be overstated or misinterpreted.774
The case where all six conditions have been shown to hold introduces the problem
where the narrow school argues that 'additivity' must be possible in a physical sense
if there is to be fundamental measurement. Stevens (1946, p680) suggests this to be a
non-problem, as addition in the physical sense was unnecessary in various instances
of 'measuring,.775 His argument has important implications for measurement in the
social sciences (including accounting). There, the debate moved to the type of
'measuring that was going on' and how it was to be incorporated, suggesting a range
of measurements from soft to hard type.
Larson (1967, P 484) makes the case that, despite an incapability of addition in
physical terms, the assignment of numbers to allow quantities to be related in a ratio
fashion provides various benefits.?" The substantial benefits will depend on the
particular field of study. Acceptance of particular measurement practices has greatly
changed since the times of major debate as to what was 'measurement'. Stevens'
(1946, p680) reference to 'the assignment of numerals to things so as to represent
facts and conventions about them' as 'the most liberal and useful definition of
772 Stevens (1959, p 25), 'I would merely point out that the oft-debated question Whether the process
of classification underlying the nominal scale constitutes measurement is one of those semantic i
ssues
that depends upon taste.'
773 See for instance Vickrey's (1970, p 737) discussion of quasi-series.
774 Cohen and Nagel (1960, p 40), 'When only the first two conditions are satisfied, it is nonsense to
make statements which imply that all six have been shown to hold'.
775 Stevens (1946, p 680), ' ... this important empirical fact is generally accorded more prominence in
the theory of measurement than it deserves. The so-called fundamental scales are important insta
nces
of ratio scales, but they are only instances. As a matter of fact, it can be demonstrated tha
t the
fundamental scales could be set up even if the physical operation of addition were ruled o
ut as
impossible of performance. Given three balances, for example, each having the proper constituti
on, a
set of standard weights could be manufactured without it ever being necessary to place two weigh
ts in
the same scale pan at the same time. The procedure is too long to describe in these pages, b
ut its
feasibility is mentioned here simply to suggest that physical addition, even though it is somet
imes
possible, is not necessarily the basis of all measurement. Too much measuring goes on where r
esort
can never be had to the process of laying things end-to-end or piling them up in a heap.'
776 Larson (1967, p484), 'A wide variety of scientific investigations are concerned with properties that
are essentially incapable of being subjected to empirical operations that would prove their additivity.
Nevertheless, many of these investigations can be substantially benefited if quantities of the prope
rties
can be assigned numbers so that the quantities can be related in ratio fashion. Further,
any
investigations are relatively uninterested in the possibility or validity of performing such operatio
ns as
addition. It was in response to this need that Stevens attempted to develop measurement proced
ures
that would allow ratio comparisons but would not depend on empirical operations designed to p
rove
the additivity of the property.'
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m e a s u r e m e n t ' g a v e f u l l r e i n t o t h e u s e o f n u m b e r s i n c a s e s f a r r e m o v e d f r o m t h e
n a r r o w d e f i n i t i o n a d o p t e d i n t h e p h y s i c a l s c i e n c e s .
T h e ' r u l e s o f m e a s u r e m e n t ' d e v e l o p e d i n v a r i o u s d i s c i p l i n e s ( i n c l u d i n g a c c o u n t i n g )
s a w t h e i d e a o f d a t a b e i n g c l a s s i f i e d o v e r a r a n g e f r o m ' h a r d ' t o ' s o f t ' . T h e r a n g e o f
t h e a p p l i c a t i o n s o f n u m b e r s v i a m e a s u r e m e n t c e r t a i n l y g r e w i n t h e n o n - h a r d s c i e n c e s .
B o d i e s l i k e t h e G E C D a n d t h e W o r l d B a n k m e a s u r e c o n c e p t s l i k e C O o r i n s t i t u t i o n a l
q u a l i t y o f g o v e r n a n c e a n d s e e k c o r r e l a t i o n s w i t h s a y e c o n o m i c g r o w t h . T h i s i s
c o n s i s t e n t w i t h s u g g e s t e d i d e a s o f w h a t t o i n c l u d e i n e c o n o m i c o r s o c i a l r e p o r t s
( A p p e n d i x I V ) .
A n o t h e r g e n e r a l p r o b l e m c o n c e r n s t h e m a t t e r o f a c c u r a c y o f m e a s u r e m e n t s .
C h a m b e r s ( 1 9 6 5 , p 4 5 ) w a r n e d t h a t e v e n i n t h e s o - c a l l e d e x a c t s c i e n c e s , a p r e s u m p t i o n
o f c o m p l e t e a c c u r a c y i s f a l s e . T h e d e g r e e o f a c c u r a c y i s a f u n c t i o n o f
• q u a l i t y o f i n s t r u m e n t s ,
• p r e c i s i o n o f i n s t r u m e n t s , a n d
• p r a c t i c a l p u r p o s e s . " ?
H i s a r g u m e n t c a n b e r e c o n c i l e d w i t h t h e i d e a s d i s c u s s e d i n d e b a t e o f t h e m e a n i n g o f
t h e p h r a s e ' s c i e n t i f i c m e t h o d ' . I n t e r m s o f c o n c e p t s , t h e t h e o r y e s t a b l i s h e d i s s o m e
i d e a l . H o w e v e r , t h e r u l e s o f c o r r e s p o n d e n c e i n s u c h a n i d e a l t h e o r y a r e n o t
n e c e s s a r i l y a n y p a r t i c u l a r m e a s u r e m e n t i n a s p e c i f i c c a s e .
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T h i s p o i n t i s w e l l m a d e
b y C h u r c h m a n ( 1 9 5 9 , p 9 2 ) w h e n h e s i m p l y s t a t e s , ' A c c u r a c y i s i t s e l f a m e a s u r e m e n t ' .
A s e r i e s o f p r o b l e m s m a y b e m e t i f t h e r e q u i r e m e n t o f a d d i t i o n i n t h e p h y s i c a l s e n s e
i s i g n o r e d . V a r i o u s w r i t e r s h a v e r e f e r r e d t o t h e d a n g e r o f e x c l u s i v e c o n c e n t r a t i o n o n
t h e N R S .
7 7 9
T h e m a t h e m a t i c a l c h a r a c t e r i s t i c s o f t h e n u m b e r s y s t e m h a v e i n - b u i l t
q u a l i t i e s . U s e o f s u c h a N R S d o e s n o t n e c e s s a r i l y c o r r e s p o n d t o p h e n o m e n a i n t h e
E R S . A s w i l l b e a r g u e d l a t e r , i t i s t h i s e m p i r i c a l c o r r e s p o n d e n c e t h a t h a s b e e n a n d
m a y s t i l l b e q u e s t i o n e d i n r e p o r t s o f a c o n v e n t i o n a l a c c o u n t i n g o r s e l e c t e d f i n a n c i a l
t y p e .
7 7 7 C h a m b e r s ( \ 9 6 5 , p 4 5 ) , ' B u t t h e c h a l l e n g e o f a c c u r a c y m a y b e t a k e n u p m o r e d i r e c t l y . T h o s e w h o
r a i s e t h i s o b j e c t i o n a p p e a r g e n e r a l l y t o h a v e i n m i n d t h e t y p e o f a c c u r a c y t h e y i m a g i n e t h e s o - c a l l e d
e x a c t s c i e n c e s t o p o s s e s s . T h e p r e s u m p t i o n t h a t t h e e x a c t s c i e n c e s p r o v i d e m e a s u r e m e n t s w h i c h a r e
p a r a g o n s o f a c c u r a c y i s f a l s e . . . . E v e n t h e e x a c t s c i e n c e s a r e n o t c o n c e r n e d w i t h a c c u r a c y a s a n
a b s o l u t e . T h e y a r e c o n c e r n e d w i t h d e g r e e s o f a c c u r a c y , a n d t h e d e g r e e o f a c c u r a c y i s a l w a y s a f u n c t i o n
o f t h e q u a l i t y a n d p r e c i s i o n o f t h e i n s t r u m e n t s ( i n c l u d i n g t h e h a n d , t h e e y e a n d t h e b r a i n ) u s e d . . . N o t
o n l y t h a t ; t h e d e g r e e o f a c c u r a c y s o u g h t i s t h e d e g r e e n e c e s s a r y f o r p r a c t i c a l p u r p o s e s . '
' 7 8 S e e M a r g e n a u ( \ 9 7 6 , p 3 ) , ' [ T ] h e p r i c e o f a c o m m o d i t y w h i c h e n t e r s i n t o e c o n o m i c t h e o r y i s n o t t h e
b a r g a i n p r i c e o n e h a p p e n e d t o p a y i n a p a r t i c u l a r p u r c h a s e . '
7 7 9 C o h e n a n d N a g e l ( 1 9 6 0 , p 8 7 ) f o r i n s t a n c e , a r g u e , ' W e m u s t b e o n g u a r d a g a i n s t a c o m m o n e r r o r . I t
i s o f t e n b e l i e v e d t h a t b e c a u s e w e c a n a s s i g n n u m b e r s t o d i f f e r e n t d e g r e e s o f a q u a l i t y , t h e d i f f e r e n t
d e g r e e s a l w a y s b e a r t o e a c h o t h e r t h e s a m e r a t i o a s d o t h e n u m b e r s w e h a v e a s s i g n e d t o t h e m . T h i s i s a
s e r i o u s m i s t a k e , a n d a r i s e s b e c a u s e i t i s s u p p o s e d t h a t m e a s u r e m e n t r e q u i r e s n o t h i n g m o r e t h a n t h e
a s s i g n i n g o f n u m b e r s . '
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I n s u m m a r y , i t m a y b e s t a t e d t h a t e m p h a s i s i s p l a c e d , w i t h s o m e c a u t i o n , o n w h a t c a n
b e d o n e w i t h n u m b e r s o n c e t h e y h a v e b e e n g e n e r a t e d . T h e f o c u s i s o n t h e p r o p e r t i e s
p o s s e s s e d b y v a r i o u s m a t h e m a t i c a l g r o u p s t r u c t u r e s a s s o c i a t e d w i t h v a r i o u s s c a l e s .
8 . 4 . 2 I n a c c o u n t i n g
S o m e s a w m e a s u r e m e n t i n a c c o u n t i n g a s p a r t o f t h e ' t e r m i n o l o g y a n d s t a n d a r d i s a t i o n '
p r o b l e m . ? " H o w e v e r , t h e c o n v e n t i o n a l a c c o u n t i n g a p p r o a c h t o m e a s u r e m e n t ( A T B I ,
1 9 5 3 , p 8 ) u n d o u b t e d l y f o l l o w e d ( a t b e s t ) t h e b r o a d s c h o o l . N o ' p r o p e r t y ' o f e i t h e r
a s s e t o r l i a b i l i t y i s m e n t i o n e d a n d t h e q u e s t i o n o f a d d i t i v i t y i n t h e e m p i r i c a l r e l a t i o n a l
s e n s e i s i g n o r e d . H o w e v e r , t h e p h r a s e ' o b v i o u s c r i t i c i s m ' ( o f i t s m a t h e m a t i c a l
p r o p r i e t y ) s u g g e s t e d s o m e d o u b t a m o n g m e m b e r s o f t h e c o m m i t t e e a s t o w h e t h e r
' m e a s u r e m e n t ' i s f o u n d . H o w e v e r , t h e r e f e r e n c e t o ' p r o c e d u r e ' a n d t h e c l a i m t h a t t h i s
i s ' u n i v e r s a l l y a c c e p t e d ' i s c o n s i s t e n t w i t h c e r t a i n p r o p o s a l s i n t h e b r o a d s c h o o l . ' "
J u s t w h e r e t h e p r o c e d u r e s f o l l o w e d b y a c c o u n t a n t s a r e t o b e f o u n d i n a n y r a n g e o f
m e a s u r e m e n t s i s a m a t t e r o f c o n j e c t u r e . F o r i n s t a n c e , C h u r c h m a n ( 1 9 7 1 , p 3 0 ) h a s
c o m m e n t e d o n t h e a b i l i t y o f p r o t a g o n i s t s o f v a r i o u s , o p p o s i t e s i d e s i n d e b a t e s t o
a s s i g n n u m b e r s w h e n q u e s t i o n s o f s o c i a l c h a n g e a r e o f c o n c e m .
7 8 2
H e f o r o n e w o u l d
p l a c e p r o c e d u r e s f o l l o w e d b y a c c o u n t a n t s m o r e t o w a r d s u n a c c e p t a b l e w i t h i n t h e
r a n g e .
V a r i o u s w r i t e r s h a v e , o v e r t h e y e a r s , r e f e r r e d t o ' m e a s u r e m e n t ' . I n t h e 1 9 2 0 - 1 9 3 0 s ,
S w e e n e y ( 1 9 6 4 r e p r i n t ) p u b l i s h e d h i s i d e a s t o w a r d s a r i g o r o u s t h e o r y o f a c c o u n t i n g .
I n c l u d e d i s a c h a p t e r W h e r e O r d i n a r y A c c o u n t i n g a l w a y s g o e s w r o n g , ( P 1 - 2 3 ) . O n e
p a r t i s h e a d e d O r d i n a r y A c c o u n t i n g P r o c e d u r e i s M a t h e m a t i c a l l y U n s o u n d ( p 7 ) .
S w e e n e y ( p 9 ) a r g u e d , ' T h e m a t h e m a t i c i a n w o u l d p u t i t t h i s w a y : T h e r u l e s o f
a r i t h m e t i c a r e t h e r u l e s f o r t h e m a n i p u l a t i o n o f n u m b e r s w h e n r e l a t e d t o a c o l l e c t i o n
o f h o m o g e n o u s o b j e c t s . ' O b v i o u s l y , t h e p h e n o m e n a i n a c c o u n t i n g e i t h e r w e r e n o t
a g r e e d u p o n o r w e r e n o t a b l e t o b e t h o u g h t a b o u t a s a h o m o g e n o u s g r o u p . m B o u l d i n g
( 1 9 6 2 , p 5 4 ) c o n c l u d e d o f a c c o u n t i n g , ' A h u n d r e d f e e t p l u s t e n c e n t i m e t r e s i s c e r t a i n l y
n o t a h u n d r e d a n d t e n a n y t h i n g s , a n d t h e a c c o u n t a n t ' s b a l a n c e s h e e t t o t a l i s n o t m u c h
b e t t e r . ' S u c h m a t t e r s r e m a i n u n r e s o l v e d . i ' "
7 8 0 B r a y ( 1 9 4 9 , p 4 1 2 ) , ' W e m u s t t r y t o g e t o u r t o o l s o f m e a s u r e m e n t p r e c i s e a n d a s f a r a s i s r e a s o n a b l y
p o s s i b l e u n i v e r s a l . I n I b i s w a y w e m a y e l e v a t e a c c o u n t i n g t o t h e p l a n e o f s c i e n c e . '
7 8 1 H o w e v e r , a s S t e v e n s ( 1 9 4 6 , p 6 8 0 ) c a u t i o n s : ' M e a s u r e m e n t i s n e v e r b e t t e r t h a n t h e e m p i r i c a l
o p e r a t i o n s b y w h i c h i t i s c a r r i e d o u t , a n d o p e r a t i o n s r a n g e f r o m b a d t o g o o d . A n y p a r t i c u l a r s c a l e ,
s e n s o r y o r p h y s i c a l , m a y b e o b j e c t e d t o o n t h e g r o u n d s o f b i a s , l o w p r e c i s i o n , r e s t r i c t e d g e n e r a l i t y , a n d
o t h e r f a c t o r s , b u t t h e o b j e c t o r s h o u l d r e m e m b e r t h a t t h e s e a r e r e l a t i v e a n d p r a c t i c a l m a t t e r s a n d t h a t n o
s c a l e u s e d b y m o r t a l s i s p e r f e c t l y f r e e o f l b e i r t a i n t . '
7 8 2 C h u r c h m a n ( 1 9 7 1 p 3 0 ) , ' T h e f a c i l i t y i s c l e a r l y a p r o d u c t o f t h e h i s t o r y o f e n t e r p r i s i n g a c c o u n t a n t s
a n d e c o n o m i s t s , p e o p l e w h o h a v e s p e n t t h e i r l i v e s a s s i g n i n g n u m b e r s t o s o c i a l c h a n g e s . S o f a c i l e h a s
t h e p r o c e s s b e c o m e t h a t s o l o n g a s t h e r e i s a h i n t o f r e a s o n a b l e n e s s , t h e n u m b e r s t h e m s e l v e s c a r r y t h e
c o n v i c t i o n o f t h e i r a c c u r a c y . '
7 8 3 T h i s p o i n t i s m a d e o f t e n a n d i n v a r i o u s w a y s i n t h e l i t e r a t u r e . S e e f o r i n s t a n c e C h a m b e r s ( 1 9 7 3 b ,
p 2 0 ) : ' T h e R e p o r t o f f e r s n o c o m m e n t o n t h e a g g r e g a t i v e n a t u r e o f f i n a n c i a l p o s i t i o n ; i t c o n t e m p l a t e s
a d d i n g w h a t f o r a l l p r a c t i c a l p u r p o s e s ( a n d f o r g o o d t h e o r e t i c a l r e a s o n s ) c a n n o t p r o p e r l y b e a d d e d . '
7 8 4 L a r s o n ( 1 9 6 9 , p 3 9 ) w r i t e s : ' W h a t a r e t h o s e ' t h i n g s ' a c c o u n t a n t s m e a s u r e ? A c u r s o r y a n s w e r m a y
i n v o l v e l i s t i n g s e v e r a l i t e m s s u c h a s a s s e t s , e q u i t i e s , r e v e n u e , e x p e n s e s , a n d i n c o m e . Y e t t h e
2 6 8
To provide a structure for potential resolution of various debates (including references
to 'equities' and the concept 'liability'), Chambers (1965, p 40) asked:
• What are the objects of these monetary calculations?
• What events and things are to be taken into account?
He relied upon 'tradition' to provide, in very general terms, answers to his questions.
Accounting was concerned with,
• things and services traded in markets
• legal or equitable relationships among those acting in those markets.
However, accounting was not concerned with
• personal qualities of people
• things or services which were to be withheld from trade.
785
Similar questions have been raised by other writers. Much of the debate (met in
Chapters 5 & 6) began with the postulated JJrimacy of the income calculation. Often,
reference was made to 'measurement.i'" The argument here became whether
'income' was a fundamental measurement or a derived measurement. Some argued
that income could be measured directly in terms of revenue and expenses. Others took
the view that income could only be measured when derived from certain changes in
the measures of assets and liabilities over time. Indeed, such an approach was
eventually used in the CF projects (Chapter 7).
Debate has persisted for decades. Marple (1963) debated the inclusion of 'values' in
financial statements while Bierman (1963, p501) saw the then interest in measurement
as the start of 'a long awaited revolution in accounting.' However, he was shackled by
conventional accounting and a related reference to different measurements being
needed and used for different purposes.
voluminous literature on the nature of these items suggest that they are, at best, only hazy not
ions of
the"things" accountants measure.'
785 Chambers (1965, p 40), 'Accounting has traditionally concerned itself with things which are, or are
capable of being, traded in markets and with the legal or equitable relationships between actors
which
arise from trading in markets. By market is meant any process by which goods or servic
es are
transferred from the control of one person or entity to the control of another. The limitation of
objects
of accounting to things which are capable of being traded in markets is important. Only ins
ofar as
rights or property are transferable is accounting concerned with them. The personal qualities of
people
are not so transferable; they cannot be served, nor can they therefore be subject to the monetary
calculus. But the services arising from those qualities are transferable, and accounting can an
d does
concern itself with such transfers. Similarly, no possession of an actor of which he has no inten
tion of
parting (trading) can usually be an object ofaccounting.'
786 Kelley (1948, P 148) for instance wrote, 'The chief reason for the present-day disagreement in the
measurement of income for a given period does not lie in the necessary use of subjective measurement
for certain items of cost, but it does lie in the fact that the basic standards or principles, on wh
ich the
very concept of income rests, are not agreed to or generally accepted.' See also Mackenzie (1947) and
Kelley (1951).
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Chambers (1964) responded to this and various other ideas.78
7 He argued it to be a
mere truism if it meant it was possible to measure different characteristics. For the
proposal to be meaningful, he argued, it had to 'mean measurements with different
degrees of accuracy for different purposes' (p 265). He suggested, however, that the
proposal was used in the accounting literature in neither of these senses.
788
For measurement in accounting to be logically discussed, it must be seen as part of a
wider topic.789 It must be reasoned about in the context of the ideas on theory
construction for example.i'" Here, Larson (1967, p 480) questioned whether the
descriptive validity of accounting calculations could be estab1ished.
79l His rather
complex argument relates directly to the seeking of verification in the ERS. It does
not follow that because ratio scales (with their inherent NRS qualities) are used, such
use is empirically true.
Vickrey (1970, P 738) agreed, coining the phrase accounting quasi-measurements.
Having identified several of these792 and compared them to measurements in the
physical sciences.?" he concluded that conventional accounting calculations were
merely quasi-measurements (see also Thomas, 1969, 1974). The next step is of course
7871ncluding some proposed by Homburger (1961). Chambers argued (pS) that Homburger (1961)
made a mistake similar to that of Bierman, as '... he shifts the term objective from its proper
connection with the measure we seek to the character of the evidence on which the measure is
to be
based.' When Homburger (p97) speaks of measuring a particular kind of asset, Chambers replies, 'We
do not ever measure objects; we measure properties of objects.'
788 The latter has been acknowledged in a commentary thus: 'Some ... controversies may stem fro
m the
fact that all measurement systems are subject to measurement error. In the process of measuring states
and events, even when consistent definitions are used, it is entirely possible because of measure
ment
error that balance sheet items and income statement items could be expressed in ways tha
t are
inconsistent.' (AAA, 1977, P 30).
789 See Stamp (1973, p 16) when he suggests that such a view is not always found: 'One suspects that
the more conservative members of the Study Group were apprehensive about the objectivity of
measurements of current value, and it is noteworthy that the Report is disappointingly inadequate
in its
discussion of the measurement problem. Indeed, one would have thought that measurement was o
ne of
the most important objectives of financial statements.'
790 Chambers (1964, p268-269) for instance refers to Margenau (1959) in his argument, 'It is the lack
of "preformed theoretical constructs" which makes many allusions to measurement in accou
nting
pointless. We may do either of two things it seems. We may forbear to speak of accounting
as a
measurement process. Or we must attempt to form some theoretical concepts of what is to be meas
ured
and what the significance of the obtained measure will be.' See also Chambers (1966a, p377-378),
Index of Names, Morgenau (sic). This is corrected in the 1974 Scholars reprint.
791Larson (1967, P 480), 'Specifically, it is the problem of establishing the descriptive validity of
accounting calculations. The primary objective is to show that descriptive validity must be verified by
empirical operations and is not substantiated by the utilization of ratio scales in measurement or b
y the
mathematical characteristics of the number system employed in accounting measurement.'
792 He (p738) considers assignment of historical cost to an asset, the determination of total assets, the
calculation of the current ratio and of earnings per share and points out the parallels to measuremen
ts in
the physical sciences.
793 Vickrey (1970, p738), 'Ultimately, the logic and usefulness of these measurements depend on the
additivity of extensive properties.
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to identify how accounting could become something more than a discipline concerned
with quasi-measurements. However, this in itself can present problems as will be
shown below when accounting for liabilities is further examined.
In a way which reflected the thinking of the time, Larson (1967) pictured an empirical
relationship directly from costs to reality, with a distinction between assets (A) and
costs (C) in the NRS. He intended to 'emphasise the necessity of isolating a particular
property to be measured' (p 483). However, the distinction between costs and assets
within the model confuses the picture. What needs to be emlhasised is that once a
general concept (such as 'means') has been identified.I" then any attempt at
measurement of some property of that concept (in this case, for example, by putting a
'cost' on it),795 automatically specifies that asset in the abstraction field. It would
seem, then, that Cl, C2, C3 should refer to properties of the concept of concern rather
than concepts per se and that AI, A2, A3 should be 'assets in accounting'.
Assets defined in terms of means having the property cost-in-S, have important
implications in terms of theory construction. Both assets and liabilities in accounting
have been discussed in the literature as posing distinct 796 problems of:
• definition, and
• measurement.
It is clear from the above discussion that by conventional accounting dealing with
'costs', the measurement issue was inherently included. Ma and Miller (1978~ faced a
similar problem within a discounted-present value of cash-flows-a~~roach. 97 They
differentiated between the concept and a measurement rule. 8 Those who
incorporated both simultaneously were 'under a misapprehension.' One did not
identify an asset or a liability and then measure some property thereof. As met earlier,
this thinking was adopted in CFs, along with a third idea of
• recognition.
794 Such identification would be in terms found in a Word Relational System (WRS). This more general
idea is then narrowed by the use of ideas of measurement. Consider Cohen and Nagel (1960, p 34),
'Both in daily life and in the sciences, however, it is often essential to replace propositions si
mply
affirming or denying qualitative differences by propositions indicating in a more precise wa
y the
degree of such differences. It is essential to do so in the interest of accuracy of statement, as well
as in
the interest of discovering comprehensive principles in terms of which the subject matter can be
conceived as systematically related.'
795 It is supposed here for purposes of the argument that 'cost' is a property. Note however, Vick
rey's
warning, (1970, p 738, Footnote 20), 'Of course, historical cost is not even a property in the same sense
that mass, length and volume are properties ofempirical phenomena.'
796 See for example Sprouse and Moonitz (1962). 'Assets' are discussed in Ch 3 and 4 and 'Liabilities'
in Ch 5. Indeed, in early drafts on this topic, prevarication is evident. See Staunton (1975, p 17), 'The
inclusion of both identification and measurement is not intended to circumvent debate on the nee
d for
sucha distinction.'
797 Ma and Miller (1978, p60), 'Concept and measurement are two distinct and separate things ... '
798 Ma and Miller (1978, p65), 'We are grateful to Professor Ray Ball for clarifying this distinction
between a present value concept and a present value measurement rule, and suggesting the use o
f the
present value concept in our definition. '
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In CoCoA, Chambers identified a general class (means for assets and obligations for
liabilities). Ideas from measurement when applied, as rules of correspondence, to
some property of certain items in these general classes, result in the identified asset or
liability being measured.
However, measurement in CoCoA was criticised in Larson and Schattke's (1966)
analysis. They confused 'additivity' in the measurement theory sense with
'combination' in the physical sense. In summary, they suggested Chambers' proposals
were inadequate. Chambers responded (1967, p 755), suggesting that Larson and
Schattke failed to appreciate 'the total scene' envisaged by his system of CoCoA.
However, overshadowing all such discussion is the implication that measurement
ideas can be applied in accounting. As discussed earlier, Vickrey (1970) suggested
that accountants performed quasi-measurements799 and that further research was
needed before accounting could be classified as a measurement discipline. He (P738)
argued that such a classification would follow the meeting of certain necessary and
sufficient conditions:
• an assumption on what phenomena are to be represented,
• assigmnent of numbers to those phenomena,
• the identification of at least one extensive property held by those phenomena,
• the identified property is measurable in standard monetary units, and
• accountants accept that identified property.i'"
The final point is of interest in that it suggests that 'acceptance' of an idea is an
integral part of the establishing of a theory. However, identification of a property of
the 'things' to be measured is needed. But whether or not that property is extensive
needs to be established. Vickrey (1970, p 740) suggests such a property may be
purchasing power, a concept he finds very similar to Chambers' current cash
equivalent (CCE).
Indeed, one debate concerned questions of the 'additivity' of the property CCE
proposed by Chambers (I 966a). Trowell (1978) has described and analysed this
debate at length. His (P86) findings included,
• confusion of measure theory and measurement theory,
• scant regard for the conditions of measurement, and
• confusion about additivity.801
799 See Vickery (1970, p 738, Footnote 19), 'A quasi-measurement is a process which bears only
superficial resemblance to theoretically sound measurement procedures.'
800 Vickrey (1970, p738), 'Assuming accountants wish to represent economic facts about accounting
entities by assigning monetary amounts to accounting phenomena and aggregating these amoun
ts as
they have done historically, accounting is a measurement discipline if and only if at least one exte
nsive
economic property is identified which (I) is possessed by accounting phenomena, (2) is measurable in
standard monetary units, and (3) is accepted by accountants as appropriate for accounting
measurement. If such an accounting property cannot be identified, we must conclude that accou
nting
can never by classified as a measurement discipline in the strict sense.'
801 Trowell (1978, p86), The central issue of additivity was seen to be confused for a number of
reasons. The lack of a clear distinction between measure theory and measurement theory was
one.
Another was a failure to consider the importance of the conditions of measurement. These ma
tters
272
A c c o u n t i n g i n g e n e r a l s t i l l l a c k e d f o u n d a t i o n s a s t h e E R S o f a c c o u n t i n g w a s n o t w e l l -
d e f i n e d .
T r o w e l l ( 1 9 8 0 ) a l s o a n a l y s e d t h e N u m e r o s i t y p a r a d o x . V i c k r e y ( 1 9 7 5 , p 1 4 1 ) h a d
e x a m i n e d L a r s o n a n d S c h a t t k e ' s a r g u m e n t o n t h e a d d i t i v i t y o f C C E w h e r e C C E i s
d e f i n e d a s n u m e r o s i t y . V i c k r e y r e j e c t e d t h e a r g u m e n t o f L a r s o n a n d S c h a t t k e .
H o w e v e r , h e a l s o q u e s t i o n e d t h e a d d i t i v i t y o f C C E i f d e f i n e d i n t e r m s o t h e r t h a n
n u m e r o s i t y .
B o t h L a r s o n a n d S c h a t t k e ( 1 9 7 5 ) a n d C h a m b e r s ( 1 9 7 6 ) r e s p o n d e d t o V i c k r e y ' s
a r t i c l e . T h e f o r m e r w e r e g e n e r a l l y n o n - c o m m i t t a l . C h a m b e r s , h o w e v e r , s o u g h t t o
r e f u t e V i c k r e y ' s c h a l l e n g e . A g a i n , C h a m b e r s s t r e s s e d
• t h e n e e d t o a p p r e c i a t e t h e t o t a l s c e n e e n c o m p a s s e d b y h i s p r o p o s a l s , 8 0 2
• t h e n e e d t o d i f f e r e n t i a t e b e t w e e n a p r o p e r t y a n d t h e m e a s u r e m e n t o f t h a t
p r o p e r t y ,
• t h e i d e a o f ' p u r c h a s i n g p o w e r ' , a n d
• n u m e r o s i t y a n d r e l a t e d i m p l i c a t i o n s .
C h a m b e r s s u g g e s t e d a f a i l u r e o n V i c k r e y ' s p a r t t o i d e n t i f y t h e p a r t i c u l a r l e v e l o f
a b s t r a c t i o n w i t h w h i c h h e w a s c o n c e r n e d .
A b d e l - M a g i d ( 1 9 7 9 ) a l s o t o o k i s s u e w i t h V i c k r e y ' s a r g u m e n t s , i n c l u d i n g t h o s e i n
V i c k e : ; j ; ( 1 9 7 6 ) . I n g e n e r a l A b d e l - M a g i d w a s s u p p o r t i v e o f t h e o r i g i n a l S t e v e n s '
i d e a s . " 3 I m p l i c a t i o n s w e r e t h a t ' t h e a c c o u n t i n g o p e r a t i o n s o f q u a n t i f i c a t i o n s h o u l d b e
a n a l y s e d w i t h a v i e w t o w a r d f i n d i n g a f o r m a l m o d e l t h a t c a n m a k e a c c o u n t i n g
n u m b e r s m o r e s p e c i f i c ' ( P 3 4 7 ) .
A b d e l - M a g i d r e i t e r a t e d t h e s e p o i n t s e l s e w h e r e ( 1 9 7 9 a , p 8 2 6 ) . T h e r e , h e p o i n t e d t o
d i f f i c u l t i e s f o u n d i n i n t e r p r e t i n g t h e v i e w s o f v a r i o u s w r i t e r s i n t h e a c c o u n t i n g
l i t e r a t u r e . V i c k r e y r e s p o n d e d ( 1 9 7 9 ) a n s w e r i n g v a r i o u s p o i n t s o n a p a r a g r a p h - b y -
p a r a g r a p h b a s i s . A g a i n i t s e e m s t h a t t h e a r g u m e n t w a s j o i n e d a t c r o s s - p u r p o s e s b y a
f a i l u r e t o a g r e e o n w h a t i s a c c o u n t i n g .
T h e p e r i o d 1 9 7 0 - e a r l y 1 9 8 0 s - a t i m e o f h i g h i n f l a t i o n - s a w t h e i n t r o d u c t i o n o f
e x p o s u r e d r a f t s w h i c h e x p l o r e d p o t e n t i a l a d o p t i o n o f s o m e f o r m o f c u r r e n t v a l u e
a c c o u n t i n g . T h e S a n d i l a n d s C o m m i t t e e R e p o r t ( 1 9 7 5 ) 8 0 4 r e s u l t e d i n a m o v e t o w a r d s
w e r e s h o w n t o b e f u n d a m e n t a l t o t h e q u e s t i o n o f a d d i t i v i t y . M o r e o v e r , c o n f u s i o n a b o u t a d d i t i v i t y w a s
a s s o c i a t e d w i t h m o r e s p e c i f i c i s s u e s . N a m e l y , a m b i g u i t i e s i n t h e i n t e r p r e t a t i o n o f t h e m o d e o f
c o m b i n a t i o n , a s s e t d e f i n i t i o n , a n d t h e d e f i n i t i o n o f t h e d o m a i n o f t h e E R S . '
8 0 2 O t h e r s a l s o f a i l t o a p p r e c i a t e t h i s p o i n t . C o n s i d e r F A S B ( \ 9 7 6 , P 2 0 4 ) , ' C o n t e m p o r a r y r e s a l e p r i c e s
a r e c o n s i d e r e d b y p r o p o n e n t s t o b e t h e o n l y m e a s u r a b l e a t t r i b u t e f o r a l l a s s e t s t h a t , w h e n c o m b i n e d
w i t h m o n e t a r y i t e m s , s a t i s f i e s t h e r u l e s o f a d d i t i o n , s u b t r a c t i o n , a n d r e l a t i o n . S t r i c t l y , t h i s s h o u l d r e a d ,
. . . t h e o n l y m e a s u r e o f a n a t t r i b u t e ( p r o p e r t y ) o f a l l a s s e t s . . . '
8 0 3 A b d e l - M a g i d ( p 3 4 7 ) a r g u e d , ' m o s t i m p o r t a n t i s t h e f a c t t h a t t h e r u l e s o f m a t h e m a t i c s a r e m a n
m a d e . T h o s e r u l e s c a n b e a l t e r e d a n d e x p a n d e d t o p r o v i d e u s e f u l q u a n t i t a t i v e e x p l a n a t i o n s o f m a n ' s
e m p i r i c a l a c t i v i t y . '
8 0 4 C h a m b e r s ( \ 9 7 6 c , p i ) f o u n d i t a n ' i r r i t a t i o n f o r t h o s e w h o e x p e c t e d t i g h t a r g u m e n t b a s e d o n f i r m
e v i d e n c e , b u t f o u n d i n s t e a d t h a t t h e R e p o r t ' s c o n c l u s i o n s a n d r e c o m m e n d a t i o n s r e s t l a r g e l y o n b e l i e f s
2 7 3
C C A ( C h a m b e r s , 1 9 7 6 c , p 3 ; W a l k e r & J o n e s , 2 0 0 3 , p 3 5 6 _ 3 5 7 ) 8 0 5 a n d i n A u s t r a l i a a
p r o v i s i o n a l s t a n d a r d ( S A P I , 1 9 8 3 ) i s s u e d . H o w e v e r , s u p p o r t w a s l a c k i n g , e s p e c i a l l y
i n t h e p r i v a t e s e c t o r . 8 0 6
P e a s n e l l ( 2 0 0 5 , p l 0 - 1 1 ) s e e s t h e a r g u m e n t b e i n g m i r r o r e d b y a c u r r e n t o n e
c o n c e r n i n g f i n a n c i a l i n s t r u m e n t s ( t o b e r e t u r n e d t o l a t e r i n t h i s s e c t i o n ) . 8 0 7 T h e
r e c y c l i n g o f ' m e a s u r e m e n t ' i s s u e s c o n t i n u e s .
M i l l e r a n d L o f t u s ( 2 0 0 0 , p 5 ) a r g u e t h e r e a c t i o n o f s t a n d a r d - s e t t e r s t o t h e c o l l a p s e o f
s u p p o r t f o r C C A w a s t o a p p r e c i a t e ' c o n s t i t u e n t s w o u l d n o t t o l e r a t e r e v o l u t i o n a r y
c h a n g e s i n a c c o u n t i n g m e a s u r e m e n t ' - a v i e w m e t i n C h a p t e r 7 i n C F d e l i b e r a t i o n s . t ' "
I n d e e d , a n i n c r e m e n t a l a p p r o a c h w a s s e e n a s t h e b e t t e r a p p r o a c h .
I t s e e m e d i m p o s s i b l e t o d i s a g r e e w i t h p a r t i c u l a r e x p r e s s i o n s o f v i e w s , a s t h e
p r o t a g o n i s t s c o n t i n u e d t o a r g u e f r o m d i f f e r e n t b a s e s o f m e a s u r e m e n t . T h e r e
r e m a i n e d ( o f t e n i m p l i c i t ) f o u n d a t i o n s u n d e r l y i n g t h e i r a r g u m e n t s ( C h a m b e r s , 1 9 7 6 c ,
p 3 2 - 3 9 ) . D e b a t e w o u l d c o n t i n u e v i a t h e C F s .
8 . 4 . 3 C o n c e p t u a l f r a m e w o r k d e v e l o p m e n t s
B l o c k s 7 a n d 8 o f t h e A u s t r a l i a n C F ( C h a p t e r 7 ) i n v o l v e d m e a s u r e m e n t .
809
I m p l i c a t i o n s f o l l o w e d f o r l i a b i l i t i e s i n g e n e r a l a n d u n d e r C o C o A . W h i l e C o C o A
a n d o p i n i o n s . ' I n d e e d , C h a m b e r s ( I 9 7 5 a ) p u b l i s h e d h i s o w n E x p o s u r e D r a f t o n t h e m a t t e r , o v e r 3 0 0 0
c o p i e s b e i n g d i s t r i b u t e d w o r l d w i d e .
8 0 5 P o n g & W h i t t i n g t o n ( 1 9 9 6 ) a n d W h i t t i n g t o n ( 1 9 9 8 , p 2 8 ) w r i t e o f t h e f a i l e d C C A e x p e r i m e n t i n U K
i n t h e e a r l y I 9 8 0 s , a s m e t e a r l i e r i n 6 . 2 . 2 .
8 0 6 W a l k e r & J o n e s ( 2 0 0 3 , p 3 5 7 ) , ' S A P I r e m a i n s i n f o r c e , b u t w a s v i r t u a l l y i g n o r e d b y t h e p r i v a t e
s e c t o r . H o w e v e r , d u r i n g t h e 1 9 8 0 s t h e a p p l i c a t i o n o f f u l l - s c a l e a c c r u a l a c c o u n t i n g t o p u b l i c t r a d i n g
e n t e r p r i s e s a n d g e n e r a l g o v e r n m e n t a g e n c i e s s a w S A P I " d u s t e d o f t " a n d p a r t o f i t s c o n t e n t s u t i l i z e d i n
g u i d e l i n e s f o r a s s e t v a l u a t i o n i s s u e d b y a c o m m i t t e e e s t a b l i s h e d b y t h e t h e n I n d u s t r y C o m m i s s i o n , i n
t e r m s o f a n a g r e e m e n t e s t a b l i s h e d b e t w e e n t h e C o u n c i l o f A u s t r a l i a n G o v e r n m e n t s . . . '
8 0 7 P e a s n e l l ( 2 0 0 5 , p I O - 1 I ) , ' [ I ] n m a n y w a y s , t h e d e b a t e a t t h a t t i m e w a s a m i r r o r i m a g e o f t h e c u r r e n t
o n e . T h e v a l u a t i o n a s p e c t o f t h e i n f l a t i o n a c c o u n t i n g d e b a t e w a s c o n c e r n e d w i t h h o w b e s t t o m e a s u r e
t h e n o n - f i n a n c i a l a s s e t s h e l d b y i n d u s t r i a l a n d c o m m e r c i a l c o m p a n i e s ; t h e c u r r e n t d e b a t e i s a b o u t t h e
v a l u a t i o n o f f i n a n c i a l a s s e t s , p a r t i c u l a r l y t h o s e o f i n s t i t u t i o n a l i n s t i t u t i o n s . A p r o b l e m f o r n o n - f i n a n c i a l
e n t e r p r i s e s i s t h e y h a v e a s s e t s s u c h a s w o r k i n p r o g r e s s , s p e c i a l i z e d p l a n t a n d e q u i p m e n t , a n d o t h e r
a s s e t s t h a t c a n o n l y b e r e a l i z e d b y t r a n s f o r m a t i o n i n t o o t h e r s a l e a b l e a s s e t s t h r o u g h t h e p r o d u c t i o n
p r o c e s s o r w h e n b u n d l e d u p w i t h o t h e r a s s e t s . S u c h a s s e t s h a v e n e g l i g i b l e s e p a r a b l e r e a l i z a b l e v a l u e s .
C h a m b e r s r e c o m m e n d e d t h a t s u c h a s s e t s b e a s s i g n e d a v a l u e o f z e r o b e c a u s e t h a t i s t h e i r c u r r e n t
m a r k e t v a l u e . T h e c u r r e n t c o s t a l t e r n a t i v e t h a t w a s a c t u a l l y a d o p t e d i s a n e n t i t y - s p e c i f i c v a l u a t i o n
m o d e l . '
8 0 8 M c C r o s s a n ( 2 0 0 5 , p i I ) a c k n o w l e d g e s i t s i n c l u s i o n u n d e r b e h a v i o u r a l e c o n o m i c t h e o r y m a y f a c e t h e
s a m e r e a c t i o n : ' T h e l i a b i l i t y f o r t h e d e p o s i t i s f a i r v a l u e d b a s e d o n b e h a v i o u r a l e c o n o m i c t h e o r y . T h i s
w o u l d l e a d t o e a r n i n g s a t t h e t i m e t h e i n c r e m e n t a l d e p o s i t i s m a d e . H o w e v e r l o g i c a l t o d o s o , s u c h a
c h a n g e i n f i n a n c i a l r e p o r t i n g t r e a t m e n t m i g h t s e e m t o b e t o o r a d i c a l t o i m p l e m e n t b e f o r e a s u f f i c i e n t
p e r i o d o f f i e l d t e s t i n g t h a t d e m o n s t r a t e s t h a t t h e b e h a v i o u r a l a s s u m p t i o n s c a n b e c r e d i b l y v a l i d a t e d
o v e r t i m e . '
8 0 9 G r e e n w o o d ( 1 9 8 1 , p 2 3 - 2 5 ) , w h i l e d i s c u s s i n g t h e C F ( r e c a l l C h a p t e r 7 ) r a i s e d i s s u e s o f
m e a s u r e m e n t , i n c l u d i n g C C A a n d C o C o A .
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p r e s e n t e d a m a j o r chan~e t o c o n v e n t i o n a l a c c o u n t i n g , i t a l s o h a d t o c o m p e t e w i t h
o t h e r s y s t e m s o f c h a n g e . I D T h e s i t u a t i o n i s s u m m a r i s e d i n F i g u r e 8 . 3 . T h e c o s t - b a s e d
m e t h o d s a r e b e t t e r d e s c r i b e d b y S t e r l i n g ( 1 9 7 9 ) a s C o n v e n t i o n a l l y A l l o c a t e d P a s t
P u r c h a s e P r i c e s ( p 1 4 1 - 1 4 4 ) a n d C o n v e n t i o n a l l y A l l o c a t e d C u r r e n t P u r c h a s e P r i c e s
( p 1 4 4 - 1 4 6 ) . T h e a l l o c a t i o n s c a n b e m a d e i n i t i a l l y ( t o c a l c u l a t e t h e c o s t o f s a y a n a s s e t
c o n s t r u c t e d b y t h e e n t i t y ) a n d o v e r t i m e ( t o a l l o w f o r c o n v e n t i o n a l d e p r e c i a t i o n ) . 8 1 1
F i g u r e 8 . 3
r
C o s t b a s e d
I
i
V a l u a t i o n M e t h o d s
I
M a r k e t b a s e d
h
1
F u t u r e f l o w s /
d i s c o u n t e d p r e s e n t
v a l u e b a s e d
E x i t p r i c e
I
C o C o A
E n t r y p r i c e
J
I
C C A
C u r r e n t c o s t
l
I
H C A
H i s t o r i c a l c o s t
D e p r i v a l V a l u e
T h e m a r k e t - b a s e d m e t h o d s a r e e i t h e r a n e n t r y p r i c e o r a n e x i t p r i c e . D e p e n d i n g o n t h e
s t r e n g t h o f t h e m a r k e t , i t i s p o s s i b l e t o a r g u e t h a t e x i t p r i c e s c a n v a r y a s t o t h e
r e l i a b i l i t y o f t h e m e a s u r e . T h e s a m e c a n b e a r y u e d f o r e n t r y p r i c e s . H o w e v e r , l i t t l e
w o r k h a s b e e n p u b l i s h e d o n a p u r e e n t r y p r i c e ; " 2 i n s t e a d , e n t r y p r i c e s a r e i n c l u d e d i n
t h e d i s c u s s i o n o f o t h e r m o d e l s l i k e C C A .
T h e v a r i o u s m e t h o d s a r e c o n s i s t e n t w i t h t h e v a r i o u s m o d e l s / t h e o r i e s d e b a t e d i n t h e
l i t e r a t u r e . T h e s e a r e l a b e l l e d H C A ( o r h i s t o r i c a l c o s t a c c o u n t i n g ) , C C A ( o r c u r r e n t
c o s t a c c o u n t i n g ) a n d C o C o A ( o r c o n t i n u o u s l y c o n t e m p o r a r y a c c o u n t i n g ) . 8 1 3 W h e t h e r
S i O P e a s n e l l ( 2 0 0 5 , p l O ) , ' T h e r e l a t i v e m e r i t s o f c u r r e n t c o s t v e r s u s e x i t v a l u e w e r e e x t e n s i v e l y d e b a t e d
i n t h e 1 9 7 0 s . T h i s w a s i n n o s m a l l m e a s u r e b e c a u s e t h e l a t e P r o f e s s o r R a y m o n d C h a m b e r s v i g o r o u s l y
( a n d a l m o s t s i n g l e - h a n d e d l y ) p r o m o t e d t h e c a s e f o r e x i t v a l u e s i n n u m e r o u s a r t i c l e s a n d b o o k s . ' G i v e n
t h e e x t e n s i v e w o r k o f S t e r l i n g , f o r e x a m p l e , t h e c a s e h e r e i s a r g u a b l y o v e r s t a t e d .
8 1 1
1n
d e b a t e s c o n c e r n i n g c o s t - b a s e d m e t h o d s , u n f o r e s e e n c o n s e q u e n c e s s a w p r o b l e m s w h i c h t e n d e d t o
c o m p o u n d . B e a r d ( 1 9 4 6 , p 7 ) p r o v i d e s a n i n s i g h t : ' I t h a s b e e n s a i d , e v e n w i t h j u s t i f i c a t i o n , t h a t m i l i t a r y
m e n g e n e r a l l y b a s e t h e b e g i n n i n g o f e v e r y n e w w a r o n t h e e x p e r i e n c e s o f t h e l a s t w a r r a t h e r t h a n o n a n
e x p l o r a t i o n o f n e w p o t e n t i a l s o r o n N a p o l e o n ' s m a x i m o f " a c t a n d t h e n s e e " ( o n s ' e n g a g e e t a l o r s o n
v o i t ) . ' R a t h e r t h a n i n t r o d u c i n g n e w i d e a s , p r a c t i t i o n e r s o f c o n v e n t i o n a l a c c o u n t i n g t e n d e d t o b u i l d o n
p r e v i o u s e r r o r s .
8 1 2 S t e r l i n g ( 1 9 7 9 , p 1 4 5 ) a r g u e d t h a t , i n t h e A n g l o - S a x o n l i t e r a t u r e , R e v s i n e ( 1 9 7 3 ) w a s o n e w h o
w o r k e d o n t h i s m o d e l a s a p u r e s y s t e m .
S i 3 G o d f r e y e t a t ( 2 0 0 3 , C h 6 , 7 & 8 ) p r o v i d e e x c e l l e n t p e d a g o g i c d i s c u s s i o n o f t h e s e m o d e l s a n d
r e l a t e d i s s u e s .
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o r n o t t h e f u t u r e f l o w s / d i s c o u n t e d p r e s e n t v a l u e ( D P V ) i s a m o d e l i n i t s o w n r i g h t i s a
d e b a t e i n i t s e l f . C a n n i n g ( 1 9 2 9 ; 1 9 2 9 a ) c e r t a i n l y d i s c u s s e d t h e m e t h o d a n d H a n s e n
( 1 9 6 2 ) p r o v i d e d i l l u s t r a t i o n s a n d a r g u m e n t . H o w e v e r , f o r t h e p u r p o s e i s o f t h i s s t u d y ,
D P V i s a c c e p t e d a s a m o d e l s u p p o r t e d b y p r e s e n t p r a c t i c e a n d f o u n d i n a c c o u n t i n g
s t a n d a r d s ( W e s t & D u g g a n , 1 9 9 3 ; F A S B , 2 0 0 0 ) .
T h e s u g g e s t e d u s e o f d e p r i v a l v a l u e c a l c u l a t i o n s i n t h e A n g l o - S a x o n l i t e r a t u r e ( D e a n ,
1 9 9 8 ) a s a g e n e r a l p r e s c r i p t i v e t h e o r y f o r a s s e t a n d l i a b i l i t y v a l u a t i o n ' i " i s b a s e d o n a
m e t h o d s u g g e s t e d b y B o n b r i g h t ( 1 9 3 7 ) . I t l e d t o ' v a l u e t o t h e o w n e r ' a n d w a s
c h a l l e n g e d b y C h a m b e r s ( 1 9 7 0 a ) a s a u s e d i s t i n c t f r o m a m o u n t s f o r t h e d e t e r m i n a t i o n
o f c o n t e m p o r a r y f i n a n c i a l p o s i t i o n . F o l l o w i n g c o m m e n t s f r o m W r i g h t ( 1 9 7 1 ) ,
C h a m b e r s ( 1 9 7 I a , p 6 5 ; I 9 7 6 c , p 4 0 - 4 2 ) t i g h t e n e d h i s a r g u m e n t a g a i n s t i t s u s e . A f o r m
o f d e p r i v a l v a l u e r e c e i v e d s u p p o r t i n t h e U K a n d b y s e c t i o n s o f t h e p r o f e s s i o n ,
e s p e c i a l l y i n t h e v a l u a t i o n o f i n f r a s t r u c t u r e a s s e t s ( C l a r k e , 1 9 9 8 , p 8 ; W a l k e r e t a l ,
2 0 0 0 ; W a l k e r & J o n e s , 2 0 0 3 , p 3 5 7 ) . I t s r e s u l t s a r e v e r y s i m i l a r t o C C A , b u t b e i n g a
h y b r i d s y s t e m , i t a l l o w s p a r t i c u l a r c i r c u m s t a n c e s t o d e t e r m i n e t h e c h o i c e a m o n g
C C A , e x i t p r i c e a n d D P V f o r v a l u a t i o n p u r p o s e s .
I n t h e A u s t r a l i a n C F p r o j e c t , B l o c k s 7 a n d 8 a r e t e r m e d ' B a s i s o f m e a s u r e m e n t ' a n d
' T e c h n i q u e s o f m e a s u r e m e n t ' r e s p e c t i v e l y . W o r k o n t h e S A C s f o r t h e s e b l o c k s
s e e m e d t o h i t a m a j o r h u r d l e i n t h e e a r l y 1 9 9 0 s . H o w e v e r a m a j o r b o o s t w a s r e c e i v e d
w i t h t h e p u b l i c a t i o n o f A A R F ' s A T M 1 0 ( 1 9 9 8 ) . H e r e , t h e R e l a t i v e C u r r e n t V a l u e
M o d e l ( R C V M ) i s t h e p r e f e r r e d a p p r o a c h . R C V M h a s s e v e r a l p e r c e i v e d a d v a n t a g e s
o v e r t h e p r e s e n t p r a c t i c e s f o u n d i n f i n a n c i a l r e p o r t i n g :
• i t t a k e s i n t o a c c o u n t a n y c h a n g e s i n t h e m o n e t a r y u n i t u s e d i n t h e
m e a s u r e m e n t o f t h e p r o p e r t y o f t h e a s s e t ( a n d / o r l i a b i l i t y ) ,
• c h a n g e s i n t h e m a r k e t v a l u e s o f a s s e t s ( a n d l i a b i l i t i e s ) a r e r e c o g n i s e d a s t h e y
o c c u r , a n d
• a c o m p r e h e n s i v e s t a t e m e n t o f n e t p r o f i t i n t h e s t a t e m e n t o f f i n a n c i a l
p e r f o r m a n c e i s a d o p t e d .
T h e f i r s t a n d t h i r d p e r c e i v e d a d v a n t a g e s d o n o t a f f e c t t h e v a l u a t i o n d e b a t e d i r e c t l y b u t
h a v e c o n s e q u e n c e s f o r p r o f i t d e t e r m i n a t i o n a n d i t s r e p o r t i n g . T h e i n c l u s i o n o f
c h a n g e s i n t h e v a l u e o f t h e u n i t o f m e a s u r e m e n t a l l o w s r e s o l u t i o n o f t h e c a p i t a l
m a i n t e n a n c e d i l e m m a ( C h a m b e r s , 1 9 7 8 ) . T h e s e c o n d a d v a n t a g e h a s a d i r e c t i n p u t f o r
t h e v a l u a t i o n d e b a t e . T h e s u g g e s t i o n s f o u n d i n t h e m o d e l a r e s u m m a r i s e d i n F i g u r e
8 . 4 .
T h e A T M 1 0 p r e f e r e n c e i s f o r a m a r k e t - b a s e d m e t h o d . H o w e v e r , a p u r e e x i t p r i c e
m o d e l i s n o t a d o p t e d . I n s t e a d , a n e t r e a l i s a b l e v a l u e i s t o b e u s e d - a n e x i t p r i c e l e s s
p a r t i c u l a r e x p e c t e d c o s t s ( o f s a y d i s p o s a l ) . T h i s i s c o n s i s t e n t w i t h t h e p r a c t i c e f o u n d
i n a c c o u n t i n g s t a n d a r d s . t " T h e s e ' e x p e c t e d c o s t s ' i n t r o d u c e a s o f t e l e m e n t i n t o t h e
8 1 4 M a t t e s s i c h ( 1 9 9 8 , p 4 ) m a k e s t h e i n t e r e s t i n g p o i n t t h a t d e p r i v a l v a l u e ' i s a k i n d o f o p p o r t u n i t y c o s t
a p p r o a c h f o r f i n a n c i a l s t a t e m e n t p r e s e n t a t i o n . ' I d e a s o f ' o p p o r t u n i t y ' c o s t o r v a l u e p l a y a m a j o r r o l e i n
e c o n o m i c a n a l y s i s , a r g u a b l y s u g g e s t i n g d e p r i v a l v a l u e i s b e t t e r p l a c e d i n e c o n o m i c r a t h e r t h a n
f i n a n c i a l s t a t e m e n t s .
8 1 5 A A S B 1 0 3 7 ( 1 9 9 8 ) f o r i n s t a n c e i n c l u d e s ( p a r a I O . l ) , ' n e t m a r k e t v a l u e m e a n s t h e a m o u n t w h i c h
c o u l d b e e x p e c t e d t o b e r e c e i v e d f r o m t h e d i s p o s a l o f a n a s s e t . . . a f t e r d e d u c t i n g c o s t s e x p e c t e d t o b e
i n c u r r e d i n r e a l i s i n g t h e p r o c e e d s o f s u c h a d i s p o s a l . '
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m e a s u r e m e n t . F u r t h e r , i n t h e n o - m a r k e t c a s e t h e a s s e t i s s h o w n n o t a t z e r o , b u t r a t h e r
p r o x i e s a r e a l l o w e d . T h e p r o x i e s a r e o f c o u r s e b a s e d o n t h e t h r e e m o d e l s m e t e a r l i e r .
F i g u r e 8 . 4
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W h i l e d e p r i v a l v a l u e i s d i s c u s s e d i n t h e m o n o g r a p h p r o p e r , ( s e e p a r a s 3 . 2 9 - 3 . 3 3 ) , n o
d i r e c t r e f e r e n c e i s f o u n d i n t h e c o n c l u d i n g c o m m e n t s . H o w e v e r , t h e p o s s i b l e u s e o f
v a r i o u s p r o x i e s w h e n n o m a r k e t i s f o u n d m e a n s t h a t t h e p a r t i c u l a r c i r c u m s t a n c e s m a y
a l l o w , i n e f f e c t , a c h o i c e a m o n g H C A , C C A o r D P V , w i t h c o n s e q u e n c e s f o r t h e
r e p o r t i n g o f p e r f o r m a n c e . t ' "
T h e v a l u a t i o n o f a s s e t s a n d l i a b i l i t i e s u n d e r R C V M , i n p r i n c i p l e o n a m a r k e t - b a s e d
a p p r o a c h , s i m p l y r e a r r a n g e s t h e m e t h o d s p r e s e n t l y f o u n d i n p r a c t i c e . A s t h e s e
m e t h o d s i n c l u d e c o s t - b a s e d o n e s , s o - c a l l e d h a r d n u m b e r s o f a c c o u n t i n g r e m a i n r a t h e r
s o f t .
T h e c o n c l u d i n g c o m m e n t s i n t h e m o n o g r a p h ( p a r a 1 5 . 2 ) i n c l u d e t h e c a s e w h e r e t h e
f u t u r e e c o n o m i c b e n e f i t s r e s u l t i n g f r o m o u t l a y s a r e n o t c a p i t a l i s e d , b u t r e c o g n i s e d a s
e x p e n s e s i m m e d i a t e l y . I t i s p o i n t e d o u t t h a t t h i s p r o b l e m a r i s e s u n d e r a l l m o d e l s t h a t
s e e k f u t u r e e c o n o m i c b e n e f i t s t o b e m e a s u r e d r e l i a b l y i n o r d e r t o b e r e c o g n i s e d a s
a s s e t s . A s d a t a h e r e a r e n o t ( e x c e p t v i a f o o t n o t e s ) i n c l u d e d i n f i n a n c i a l s t a t e m e n t s ,
e s p e c i a l l y u n d e r c o n v e n t i o n a l a c c o u n t i n g , a d i s t i n c t s u p p l e m e n t a r y t a b l e o r r e p o r t
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i s r e q u i r e d , a n i d e a r e t u r n e d t o i n C h a p t e r 9 .
8 1 6 C r a s w e l l ( 1 9 7 8 , p 8 S ) , ' T h e s e v a l u a t i o n b a s e s c a n n o t b e u s e d i n d i s c r i m i n a t e l y o r i n t e r c h a n g e a b l y
b e c a u s e . . . e a c h g i v e s r i s e t o a d i f f e r e n t c o n c e p t o f i n c o m e . . . '
8 1 7 A A R F ( 1 9 9 8 , p a r a I S . 3 ) s u g g e s t s t h i s p r o b l e m m a y b e o v e r c o m e I t i s s u g g e s t e d ( p a r a S . 3 ) t h a t t h i s
p r o b l e m c a n b e o v e r c o m e ' b y i n c l u d i n g a t a b l e i n t h e f i n a n c i a l r e p o r t s s h o w i n g o u t l a y s o n v a r i o u s
c a t e g o r i e s o f i n t a n g i b l e f u t u r e e c o n o m i c b e n e f i t s w h i c h h a v e b e e n r e c o g n i s e d i m m e d i a t e l y a s a n
e x p e n s e o v e r t h e p a s t , s a y , f i v e y e a r s . T h i s w o u l d e n a b l e u s e r s t o a s s e s s t h e e x t e n t t o w h i c h t h e p r o f i t s
h a v e b e e n a f f e c t e d b y i n c r e a s e s o r d e c r e a s e s i n s u c h o u t l a y s . '
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I n U S A C F d e v e l o p m e n t s , F A S B ( 1 9 8 4 ) p r o d u c e d a s t a t e m e n t o n m e a s u r e m e n t w h i c h
i n c l u d e d t h e u s u a l i d e a s f r o m t h e l i t e r a t u r e , m u c h t o t h e a n n o y a n c e o f C h a m b e r s
( 1 9 9 8 , p 3 6 ) . S I S T h e A A A a l s o h a d p u b l i s h e d o v e r t h e d e c a d e s , a s m e t i n C h a p t e r s 4 - 6 ,
w o r k s o n ' m e a s u r e m e n t ' . C h a m b e r s ( P 3 6 ) w r i t e s o f a c r i t i q u e i n 1 9 7 2 o f t h e t h e n
m o r e i m m e d i a t e A S O B A T ( A A A , 1 9 6 6 , r e c a l l 6 . 2 . 1 ) a n d a n A A A C o m m i t t e e R e p o r t
( 1 9 7 1 ) . C o m m e n t s f r o m r e f e r e e s ( s o m e o f w h i c h s e e m m o s t v e n o m o u s ' i ' " ) s a w h i s
p a p e r r e j e c t e d , b u t h i s c r i t i q u e a n d r e l a t e d c o m m e n t s w e r e l a t e r r e s u r r e c t e d ( 1 9 9 8 ,
p 3 7 - 4 7 ) .
A A A ( 1 9 7 1 ) h a d q u e s t i o n e d t h e t h e n m e a s u r e m e n t p r o c e s s e s u n d e r c o n v e n t i o n a l
a c c o u n t i n g , e s p e c i a l l y i n t h e c o n t e x t o f d e v e l o p m e n t s i n o t h e r d i s c i p l i n e s .
F o u n d a t i o n s o f a c c o u n t i n g m e a s u r e m e n t w e r e d e v e l o p e d f r o m e c o n o m i c s a n d
a d m i n i s t r a t i v e b e h a v i o u r w h i c h i n t u r n h a d e m e r g e d f r o m p h y s i c s .
s 2o
H o w e v e r , w h i l e
i s s u e s l i k e t h e s c o p e o f a c c o u n t i n g ( P l O - 1 2 ) , d e c i s i o n - m a k i n g a n d d e c i s i o n - u s e f u l
i n f o r m a t i o n ( P 1 2 - 1 6 ) a n d t h o s e o f m e a s u r e m e n t i n g e n e r a l ( p 2 0 - 2 2 ) w e r e i n t r o d u c e d ,
o t h e r s w e r e c o n s i s t e n t w i t h a r e c y c l i n g o f i d e a s f r o m c o n v e n t i o n a l a c c o u n t i n g . I n
d i s c u s s i n g
• r e t r o s p e c t i v e ,
• c o n t e m p o r a r y , a n d
• p r o s p e c t i v e
m e a s u r e s ( p 2 6 - 3 0 ) , i l l u s t r a t i o n s o f ' c o s t s ' a n d t h e i r v a r i o u s a l l o c a t i o n m e t h o d s w e r e
u s e d . A s w e l l , t h e i d e a o f a ' f u t u r e p r o s p e c t i v e m e a s u r e ' p r o d u c e d d i l e m m a s f o r t h e
c o m m i t t e e a t b o t h t h e u n d e r l y i n g p r e m i s e s a n d t h e a p p l i c a t i o n l e v e l s .
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T o C h a m b e r s ( 1 9 9 8 , p 3 7 , p r e s e n t a t i o n a l t e r e d ) , ' r e j e c t i o n o f t h e c r i t i q u e
• f o r e s t a l l e d o p e n d e b a t e ,
• r e i n f o r c e d t h e u s e o f g u e s s w o r k m a g n i t u d e s ( e . g . , d i s c o u n t e d n e t c a s h f l o w s )
i n a c c o u n t s o f t h e p a s t ,
8 1 8 C h a m b e r s ( 1 9 9 8 , p 3 6 ) , ' B u t t i m e a f t e r t i m e t h e t a s k h a s b e e n s h i r k e d - t o w h e r e o n e o f t h e l a t e s t
m a j o r e x e r c i s e s s i m p l y a v e r r e d t h a t f i v e d i f f e r e n t v a l u a t i o n b a s e s ( c a l l e d " a t t r i b u t e s " ) a r e u s e d i n
p r e s e n t p r a c t i c e , a n d t h e i r u s e w a s e x p e c t e d t o c o n t i n u e ( F A S B , 1 9 9 4 / 5 , p . 1 5 1 ) . '
8 1 9 A l o g i c a l i n f e r e n c e m a d e b y C h a m b e r s ( p 3 6 ) w a s t h e y c a m e f r o m a m e m b e r o f t h e C o m m i t t e e ,
w h i c h w a s c h a i r e d b y I j i r i . O t h e r m e m b e r s w e r e M a t t e s s i c h , R a p p a p o r t , S u m m e r s a n d T h o m a s . W h i l e
T h o m a s o v e r t h e y e a r s h a d a c l o s e a c a d e m i c r e l a t i o n s h i p w i t h C h a m b e r s , o t h e r s w e r e n o t s e e n a s
s u p p o r t e r s o f C h a m b e r s ' w r i t i n g s . F o r i n s t a n c e , M a t t e s s i c h ' s v i e w s r a n g e d f r o m i n i t i a l a g r e e m e n t w i t h
C h a m b e r s ' a r g u m e n t ( U S A 2 0 2 , B o x I , # 2 4 6 ) t h r o u g h d i s a p p o i n t m e n t ( B o x 2 7 , # 8 9 8 7 ) t o m o r e
p e r s o n a l - t y p e c o m m e n t s ( B o x 1 5 , # 6 2 5 6 ) . V a r i o u s d e b a t e s w i t h , a n d c r i t i c i s m s o f , C h a m b e r s ' w r i t i n g s
a p p e a r i n M a t t e s s i c h ( 1 9 9 5 a , p 7 3 , p 1 4 0 , p I 9 0 - 1 9 6 ) .
8 2 0 A A A ( 1 9 7 1 , p 4 8 ) , ' T h e i d e a l w o u l d b e t o e x p r e s s t h e f o u n d a t i o n s o f a c c o u n t i n g m e a s u r e m e n t i n
t e r m s o f e c o n o m i c s a n d a d m i n i s t r a t i v e b e h a v i o r , t o e x p r e s s t h e f o u n d a t i o n s o f t h e l a t t e r i n t e r m s o f
p s y c h o l o g y a n d s o c i o l o g y , t h e f o u n d a t i o n s o f t h e s e a g a i n i n t e r m s o f b i o l o g y , t h e n i n t e r m s o f
c h e m i s t r y , a n d f i n a l l y i n t e r m s o f p h y s i c s . '
8 2 1 A A A ( 1 9 7 1 , p 3 0 ) , ' N o n e o f t h i s , h o w e v e r , n e c e s s a r i l y m e a n s t h a t t h e a c c o u n t a n t m u s t h i m s e l f
d e v e l o p p r o s p e c t i v e m e a s u r e s . T h e a c c o u n t a n t c o u l d i n s t e a d r e s t r i c t h i m s e l f t o p r o v i d i n g c o n t e m p o r a r y
m e a s u r e s o u t o f w h i c h h i s r e a d e r s c o u l d d e v e l o p p r o s p e c t i v e m e a s u r e s t h e m s e l v e s . I n d e e d , i f t h e
a c c o u n t a n t i s u n c l e a r a s t o w h a t k i n d s o f f u t u r e m e a s u r e s a r e d e s i r e d b y h i s r e a d e r s , t h i s m a y b e t h e
m o s t a p p r o p r i a t e p o l i c y f o r h i m t o f o l l o w . '
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• f o s t e r e d t h e e r r o n e o u s a d d i t i o n o f p a s t , p r e s e n t a n d f u t u r e m a g n i t u d e s ,
• s e t a p a t t e r n o f d i s r e g a r d f o r t h e f a r m o r e d i s c i p l i n e d e x a m i n a t i o n o f
m e a s u r e m e n t t o b e f o u n d i n o t h e r f i e l d s , a n d
• d i d n o t h i n g b y w a y o f r e d u c i n g t h e d i v e r s i t y o f v a l u a t i o n r u l e s t o l e r a t e d i n
p r e s e n t t h o u g h t a n d p r a c t i c e . '
T o h i m , t h e w o r k o f t h e A A A a n d t h e F A S B c o n t i n u e d t o r e c y c l e i s s u e s . T h i s s e e m s
c o n s i s t e n t w i t h B a r t h ' s ( 2 0 0 5 , p i ) a r g u m e n t , b u i l d i n g o n t h e w o r k o f F A S B , t h a t
e s t i m a t i o n i n f i n a n c i a l s t a t e m e n t s i s s o c o m m o n t h a t t h e q u e s t i o n i s n o t ' w h e t h e r ' b u t
' h o w , . 8 2 2
W a l k e r & J o n e s ( 2 0 0 3 , p 3 5 9 - 3 6 0 ) a l s o r e m a i n m o s t c r i t i c a l o f t h e w o r k a n d t h e
a t t r i b u t e s t o b e m e a s u r e d . V ' F u r t h e r , t h e y s h o w c o n c e r n t h a t t h e w o r k d o n e t o d a t e
u n d e r t h e A u s t r a l i a n C F m a y b e d i s r e g a r d e d b y e i t h e r t h e F A S B o r t h e I n t e r n a t i o n a l
C F s . F o r i n s t a n c e , t h e a t t r i b u t e s o f a s s e t s a n d l i a b i l i t i e s t o b e m e a s u r e d ( B a r t h , 2 0 0 5 ,
p 4 ) a r e l i s t e d i n F i g u r e 8 . 5 . A l l t h e u s u a l s u s p e c t s a r e l i s t e d , b u t t h e a r g u m e n t ( P 4 - 5 )
i s a g a i n s t ' m u l t i p l e m e a s u r e m e n t a t t r i b u t e s ' . I n s t e a d , ' f a i r v a l u e ' i s p r e f e r r e d .
T h i s i s c o n s i s t e n t w i t h t h e r e v i s i t i n g o f t h e F A S B ' s C F p r o j e c t ( F A S A C , 2 0 0 4 a ) . T h i s
w i l l c e r t a i n l y r e c y c l e o l d a n d p e r h a p s r a i s e n e w t e n s i o n s , i n c l u d i n g ,
• t h e d e f i n i t i o n o f l i a b i l i t y ,
• t h e e f f e c t o f c o n d i t i o n s , c o n t i n g e n c i e s o r o t h e r u n c e r t a i n t i e s ,
• a c c o u n t i n g f o r c o n t r a c t u a l o b l i g a t i o n s , a n d
• a c c o u n t i n g f o r f i n a n c i a l i n s t r u m e n t s ( 2 0 0 4 a , p 1 3 ; 2 0 0 4 b ; 2 0 0 4 c , p 6 - 7 ) .
F i g u r e 8 . 5
A t t r i b u t e s o f a s s e t s a n d l i a b i l i t i e s
I I I I
H C M o d i f i e d H C F a i r v a l u e E n t i t y - s p e c i f i c v a l u e
I I
D P V E x i t
A t t h e u n d e r l y i n g r e a s o n i n g l e v e l , i s s u e s o f d e f i n i t i o n , r e c o g n i t i o n a n d m e a s u r e m e n t
n e e d c o n s i d e r a t i o n . A t t h e a p p l i c a t i o n l e v e l , p a r t i c u l a r l i a b i l i t i e s ( c o n t i n g e n c i e s ,
8 2 2 B a r t h ( 2 0 0 5 , p i ) , ' A l m o s t a l l a m o u n t s r e c o g n i z e d i n f i n a n c i a l s t a t e m e n t s t o d a y r e f l e c t s o m e
e s t i m a t e s o f t h e f u t u r e . A s s e t s a n d l i a b i l i t i e s , b y d e f i n i t i o n , e m b o d y e x p e c t e d f u t u r e i n f l o w s a n d
o u t f l o w s o f e c o n o m i c b e n e f i t s . M o s t m e a s u r e s o f a s s e t s a n d l i a b i l i t i e s i n c o r p o r a t e e s t i m a t e s o f t h e
f u t u r e . T h u s , t h e q u e s t i o n i s n o t w h e t h e r t o d a y ' s f i n a n c i a l s t a t e m e n t s s h o u l d r e f l e c t e s t i m a t e s o f t h e
f u t u r e . R a t h e r , i t i s h o w t h e y s h o u l d . '
8 2 3 W a l k e r & J o n e s ( 2 0 0 3 , p 3 5 9 - 3 6 0 ) , ' T h e F A S B e f f o r t i s m o r e n o t a b l e f o r t h e w a y i t h a s a v o i d e d
r a t h e r t h a n a d d r e s s e d i s s u e s c o n c e r n i n g a c c o u n t i n g m e a s u r e m e n t . . . . I t i s t e m p t i n g t o o b s e r v e t h a t
c o m m e n t s . . . w o u l d b e r e g a r d e d a s l a u g h a b l e i n o t h e r d i s c i p l i n e s , o r e v e n t o t h e m a n i n t h e s t r e e t i f t h e
s u b j e c t m a t t e r w a s m o r e r e a d i l y u n d e r s t o o d t h a n a c c o u n t i n g . . . .
' H o w s h a l l t h i s b e d e s c r i b e d ? A n a v o i d a n c e o f i n t e l l e c t u a l e n g a g e m e n t ? A s t u n n i n g a b d i c a t i o n o f
r e s p o n s i b i l i t y ? T h e e f f e c t i v e a b a n d o n m e n t o f t h e C F p r o j e c t ? O r j u s t t h e o n l y o u t c o m e t h a t c o u l d b e
e x p e c t e d f r o m a d e a d l o c k e d o r u n a d v e n t u r o u s b o a r d ? '
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c o n t r a c t u a l i t e m s a n d f i n a n c i a l i n s t r u m e n t s ) s t i l l s e e m b e y o n d a n e a r l y r e s o l u t i o n
s t a g e . A n a l y s i s o f f i n a n c i a l i n s t r u m e n t s t " s h o w s w h y .
T h e s e o f c o u r s e h a v e e x i s t e d a s l o n g a s t r a d e r s h a v e h a d c o n t r a c t u a l d e a l i n g s . S o m e
a r e d e s c r i b e d a s ' p r i m a r y ' w h i l e o t h e r s a r e c a l l e d ' d e r i v a t i v e s ' ( A A S B 1 0 3 3 ,
p a r a 8 . 1 A ) . A s s h o w n i n e a r l i e r c h a p t e r s , e v e n p r i m a r y i t e m s l i k e t h e l i a b i l i t y ' b o n d s '
p r e s e n t e d a p p a r e n t l y i r r e s o l v a b l e p r o b l e m s o f m e a s u r e m e n t u n d e r c o n v e n t i o n a l
a c c o u n t i n g a n d o f d e f i n i t i o n , 8 2 5 e s p e c i a l l y u n d e r m o d e l s l i k e C C A .
I s s u e s o f d e f i n i t i o n a r e r e c y c l e d i n t h e c l a s s i f i c a t i o n o f s o - c a l l e d ' p e r p e t u a l f i n a n c i a l
i n s t r u m e n t s ' ( F A S B , 2 0 0 5 a ) w h i c h d i d n o t m e e t d i r e c t o w n e r s h i p r e q u i r e m e n t s t o b e
c l a s s i f i e d a s e q u i t y . T w o o p p o s i n g v i e w s u n d e r l y i n g d e b a t e w e r e t e r m e d ' P u r e
O w n e r s h i p ' a n d ' E x t e n d e d O w n e r s h i p ' . T h e f o r m e r w a s s u p p o r t e d b y a m i n o r i t y o f
F A S B m e m b e r s w h o s e a r g u m e n t w a s b u i l t a r o u n d t h e p r i m a c y o f d i r e c t o w n e r s h i p
c r i t e r i a . T h e l a t t e r , s u p p o r t e d b y t h e m a j o r i t y , w a s b u i l t a r o u n d p e r p e t u a l i n s t r u m e n t s
• n o t e m b o d y i n g o b l i g a t i o n s f o r t h e f i r m , a n d
• l a c k i n g a s e t t l e m e n t r e q u i r e m e n t
t h u s n o t m e e t i n g r e q u i r e m e n t s n e c e s s a r y t o m e e t t h e d e f i n i t i o n o f a l i a b i l i t y . I n d e e d ,
s o m e c l a i m e d t h i s w a s c l a s s i f i c a t i o n b y d e f a u l t , t h o u g h a c a s e i s m a d e t h a t i t i s a n
e c o n o m i c r a t h e r t h a n a l e g a l i s s u e .
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S i m i l a r i t i e s a r e f o u n d b e t w e e n t h e l e g a l o r
e c o n o m i c t h r u s t o f a c c o u n t i n g m e t i n t h e c o n s o l i d a t i o n d e b a t e o f t h e 1 9 2 0 s ( 4 . 2 . 1 ) .
I n d e e d , l i t t l e s e e m s t o h a v e b e e n a c h i e v e d s i n c e C l a n c y ( 1 9 7 8 , f J 1 7 6 ) f o u n d a l a c k o f
c o n s e n s u s i n t h e l i t e r a t u r e o n t h e d e f i n i t i o n o f c o n v e r t i b l e d e b t . 8 7
T h e i s s u e s o v e r l a p p e d w i t h t h e c l a s s i f i c a t i o n o f ' i n d i r e c t o w n e r s h i p i n s t r u m e n t s '
( F A S B , 2 0 0 5 b ) . T o b e c l a s s i f i e d a s e q u i t y , i n d e x a t i o n a n d s e t t l e m e n t w i t h a d i r e c t
o w n e r s h i p i n s t r u m e n t i s r e q u i r e d . I f n o t , c l a s s i f i c a t i o n a s a l i a b i l i t y f o l l o w s .
P r o b l e m s w e r e c o m p o u n d e d w h e n t r a d i n g w a s e x t e n d e d t o t h a t i n f u t u r e s ( i n t h e e a r l y
d a y s t h i s d e a l t w i t h c o m m o d i t i e s l i k e p e p p e r - V a l i a n c e , 1 9 5 5 ) . T h e s e w e r e s o l v e d b y
d i s c l o s u r e i n N o t e s t o t h e A c c o u n t s , a l t h o u g h a v a r i e t y o f m e t h o d s r e m a i n e d p o s s i b l e
8 2 4 A A S B 1 0 3 3 , p a r a 8 . 1 , ' f i n a n c i a l i n s t r u m e n t m e a n s a n y c o n t r a c t t h a t g i v e s r i s e t o b o t h a f i n a n c i a l
a s s e t o f o n e e n t i t y a n d a f i n a n c i a l l i a b i l i t y o r e q u i t y i n s t r u m e n t o f a n o t h e r e n t i t y . '
8 2 5 S t e p h e n s ( 1 9 7 1 ) r e v i e w e d t h e l i t e r a t u r e a n d c h a n g e s i n t h e r e g u l a t i o n s o n t h e v a l u a t i o n o f
c o n v e r t i b l e b o n d s . W h i l e p r i m a r i l y c o n c e r n e d w i t h e s t a b l i s h i n g t h e r e l a t e d c o s t t h e r e o f , h e ( p 5 7 ) d i d
h i g h l i g h t t h e i s s u e s o f a r g u i n g b y s i m i l a r i t i e s ( a m o n g v a r i o u s t y p e s o f b o n d s - t h e s u b s t a n c e t y p e
a r g u m e n t ) w h i c h d i d d i f f e r f r o m t h e l e g a l a p p r o a c h . H e ( 1 9 7 1 , p 5 7 ) c o n c l u d e d , ' L e g a l l y , c o n v e r t i b l e
b o n d s r e p r e s e n t d e b t s o f t h e c o r p o r a t i o n a s l o n g a s t h e b o n d s a r e o u t s t a n d i n g . '
8 2 6 M e m b e r S c h i p p e r ( F A S B , 2 0 0 5 a , p a r a 7 ) a r g u e s t h a t a b r o a d e r i d e a l i k e ' e q u i t y ' r a t h e r t h a n t h e
n a r r o w e r i d e a o f ' o w n e r s h i p ' i s t h e d e t e r m i n i n g f a c t o r a n d t h e d e c i s i o n i s n o t c l a s s i f i c a t i o n b y d e f a u l t .
8 2 1 C l a n c y ( 1 9 7 8 , p 1 7 7 , e m p h a s i s a d d e d ) c o n c l u d e d a n a g r e e d d e f i n i t i o n r e q u i r e d c o n s i d e r a t i o n o f ' ( I )
T o w h a t e x t e n t s h o u l d t h e i n s e p a r a b i l i t y o f t h e c o n v e r s i o n f e a t u r e i n f l u e n c e t h e d e f i n i t i o n ? S h o u l d t h e
i n s e p a r a b i l i t y b e v i e w e d a s a s t r i c t l e g a l i s m t h a t h a s n o e c o n o m i c m e a n i n g o r i s t h e i n s e p a r a b i l i t y
f u n d a m e n t a l t o t h e m e a n i n g ? ( 2 ) C a n c o n v e r t i b l e d e b t b e p l a c e d i n e i t h e r o f t h e c a t e g o r i e s o f d e b t a n d
e q u i t y ? T h e d e f i n i t i o n o f c o n v e r t i b l e d e b t a s d e b t o r e q u i t y i m p l i e s t h a t t h e s e c u r i t y c a n f i t a s a
s u b c a t e g o r y w i t h i n t h e c o n c e p t o f d e b t o r t h e c o n c e p t o f e q u i t y . ( 3 ) T o w h a t e x t e n t s h o u l d t h e m a r k e t
p r i c e o f c o m m o n s t o c k i n f l u e n c e o r d e f i n e t h e n a t u r e o f c o n v e r t i b l e d e b t ? '
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( S t a u n t o n , 1 9 7 4 a ) . H o w e v e r , d e r i v a t i v e s a n d t h e i r r e p o r t i n g t u r n e d o u t t o b e m o s t
t r o u b l e s o m e .
T h e u s e i s n o w o f f i n a n c i a l i n s t r u m e n t s ( l i k e f u t u r e s , f o r w a r d s a n d f o r w a r d r a t e
a g r e e m e n t s , s w a p s a n d o p t i o n s i n t h e i n t e r e s t r a t e , f o r e i g n e x c h a n g e , c o m m o d i t y a n d
e q u i t y m a r k e t s ) b y t h e e c o n o m i c e n t i t y f o r t r a d i n g a c t i v i t i e s , f o r c o m p e n s a t i o n o f
e m p l o y e e s a n d i n t h e m a n a g e m e n t o f e x i s t i n g a s s e t s a n d l i a b i l i t i e s ( M a c q u a r i e B a n k ,
2 0 0 3 , p 1 2 ) .
W i t h t h e d e r e g u l a t i o n - o f - m a r k e t s m o v e m e n t o f t h e 1 9 8 0 s a n d d e v e l o p m e n t s i n t a x -
e f f e c t f i n a n c e , t h e r e p o r t i n g o f c o m p l e x d e r i v a t i v e s
s 2s
p o s e d p r o b l e m s f o r a c c o u n t i n g
( B r a d b u r y , 2 0 0 3 , p 3 8 8 - 3 8 9 ; C h a l m e r s & G o d f r e y , 2 0 0 0 , p 4 0 ; H a m p t o n , 1 9 9 6 ;
H a n c o c k , 1 9 9 6 ) . T h e s e a r e w e l l h i g h l i g h t e d i n A u s t r a l i a d u r i n g t h e p r i v a t i s a t i o n o f
e l e c t r i c i t y s u p p l i e r s a n d w h a t K n i g h t ( 2 0 0 5 , p 3 ) h a s t e r m e d ' t h e h e a t e d d e b a t e
s u r r o u n d i n g h e d g e a c c o u n t i n g . ' I n c l u d e d i n t h e p r i v a t i s a t i o n w a s t h e L o y Y a n g A
c a s e .
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I n t h e o r i g i n a l s a l e o f t h e f o r m e r l y g o v e r n m e n t - o w n e d u t i l i t y , a m o s t c o m p l e x
f i n a n c i a l s t r u c t u r e , i n c l u d i n g d e r i v a t i v e s , w a s u s e d . W h i l e t a x a d v a n t a g e s w e r e t o b e
c o n s i d e r a b l e , t h e a p p l i c a t i o n o f s u c h ' f i n a n c i a l e n g i n e e r i n g ' p r o v i d e d t e n s i o n s i n
r e p o r t i n g a n d r e l a t e d i n t e r p r e t a t i o n , e v e n b y o t h e r p r o f e s s i o n a l i n v e s t m e n t a d v i s o r s . V "
H o r t o n & M a c v e ( 2 0 0 0 , p 2 6 - 2 7 ) s u g g e s t p r o b l e m s f a c e d b y s t a n d a r d - s e t t e r s ( J W G ,
2 0 0 0 ) i n c l u d e c o n c e p t u a l a n d a p p l i c a t i o n d i f f i c u l t i e s , S 3 l b a s i c a l l y f r o m i n t e r p r e t a t i o n s
o f ' f a i r v a l u e ' .
C l a r k e ( 1 9 9 8 , p 9 ) h a s t r a c e d t h e i d e a o f ' f a i r v a l u e ' t o a t l e a s t t h e 1 9 2 0 s a n d t h e p o s t -
W W I s o c i a l a n d e c o n o m i c c o n d i t i o n s ( r e c a l l 4 . 2 ) . T h e n , a ' f a i r v a l u e r a t e b a s e ' w a s
s o u g h t i n t i m e s o f h y p e r - i n f l a t i o n a n d p o t e n t i a l s o c i a l d i s c o n t e n t . T h i s b a s e w a s , a s
8 2 8 P e a s n e l l ( 2 0 0 5 , p 2 ) , ' T h e l a t e s t s e r i o u s c h a l l e n g e t o t h e t r a d i t i o n a l a c c o u n t i n g m o d e l h a s c o m e f r o m
a d i f f e r e n t q u a r t e r . T h e m a s s i v e c h a n g e s t h a t h a v e o c c u r r e d i n t h e w o r l d ' s f i n a n c i a l m a r k e t s i n r e c e n t
y e a r s h a v e b e e n a c c o m p a n i e d b y i n n o v a t i o n i n f i n a n c i a l p r o d u c t s o n a n u n p r e c e d e n t e d s c a l e .
D e r i v a t i v e s e c u r i t i e s h a v e t r a n s f o r m e d t h e r i s k m a n a g e m e n t a c t i v i t i e s o f f i n a n c i a l i n s t i t u t i o n s a n d
m a j o r c o m p a n i e s i n w a y s t h a t w e r e u n i m a g i n a b l e a c o u p l e o f d e c a d e s a g o . '
8 2 9 C l e g g ( 2 0 0 3 , p 2 2 ) , ' T h e 2 0 0 0 m e g a w a t t p o w e r s t a t i o n i n t h e L a t r o b e V a l l e y , V i c t o r i a ' s l a r g e s t
s i n g l e s o u r c e o f e l e c t r i c i t y s u p p l y , i s a n e n o r m o u s G o r d i a n k n o t t h a t m a n y h a v e t r i e d t o u n r a v e l - a n d
s o f a r f a i l e d . . . . I n t h e p a s t f e w y e a r s , 1 2 c o n t e n d e r s h a v e s t e p p e d u p a n d c o n d u c t e d d u e d i l i g e n c e i n a
b i d t o u n d e r s t a n d h o w t o u n d o t h e t i g h t l y w o v e n c o r p o r a t e a n d f i n a n c i a l s t r u c t u r e s e n t a n g l i n g t h e
p r i z e d a s s e t .
8 3 0 C l e g g ( 2 0 0 3 , p 2 2 ) , ' I n t h e w o r d s o f o n e p a r t y c l o s e t o t h e s a l e s p r o c e s s , M a c q u a r i e p u l l e d o u t
" e v e r y t r i c k i n t h e b o o k " w h e n t h e o r i g i n a l f u n d i n g p a c k a g e w a s i m p l e m e n t e d .
' T h e r e s u l t s w e r e m u l t i l a y e r e d d e b t i n s t r u m e n t s , a n d a w e b o f d e r i v a t i v e s s i t t i n g b e h i n d a n o p a q u e
h e d g i n g s t r u c t u r e . L o y Y a n g ' s f i n a n c i a l s t r u c t u r e i s l e s s c o m p r e h e n s i b l e t h a n t h e B a l k a n p o l i t i c a l
l a n d s c a p e s i n c e t h e f a l l o f B y z a n t i n e C o n s t a n t i n o p l e i n 1 4 5 3 .
' A l t h o u g h t h e A u s t r a l i a n T a x a t i o n O f f i c e w a s t h e i n t e n d e d l o s e r , t h e f i n a n c i a l e n g i n e e r i n g i s c o m i n g
b a c k t o h a u n t t h e m a l l . '
8 3 \ H o r t o n & M a c v e ( 2 0 0 0 , p 2 7 ) , ' . . . t h e c u r r e n t I A S C / J W G I F A S B a p p r o a c h t o a c c o u n t i n g f o r
f i n a n c i a l i n s t r u m e n t s b a s e d o n t h e i r i n t e r p r e t a t i o n o f " f a i r v a l u e " i s , c o n c e p t u a l l y , f u n d a m e n t a l l y
f l a w e d , a n d t h e r e f o r e u n w o r k a b l e i n p r a c t i c e . . . . [ T ] h e I A S C ( i n c o m p a n y w i t h o t h e r s t a n d a r d - s e t t e r s )
n e e d s t o r e i n t e g r a t e i t s a p p r o a c h t o f i n a n c i a l i n s t r u m e n t s w i t h t h e " d e p r i v a l v a l u e " t h e o r y s e t o u t i n t h e
A A R F ' s . . . A T M 1 0 . . . '
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C l a r k e p o i n t s o u t , ' n e i t h e r f a c t u a l n o r e n t i r e l y c o n j e c t u r a l . ' T h i s l e a d s t o t h e
i n t e r e s t i n g s u g g e s t i o n o f ' a r t i f i c i a l m a r k e t s , 8 3 2 i n w h i c h m o d e l s a r e u s e d t o s e t
' p r i c e s ' .
M o d e l s b a s e d o n n u m e r i c a l d a t a a r e n o t o f c o u r s e a r e c e n t d e v e l o p m e n t . I n C h a p t e r 2 ,
i t w a s p o i n t e d o u t t h a t P a c i o l i ' s t r e a t i s e w a s p a r t o f a n a r i t h m e t i c t e x t . I n C h a p t e r 3 , i t
w a s p o i n t e d o u t t h a t D i c k i n s o n w a s a m e m b e r o f t h e a c t u a r i a l p r o f e s s i o n a l g r o u p
w h i l e F i n n e y ( 1 9 1 9 ) w r o t e o f a c t u a r i a l i n t e r a c t i o n s . I n C h a p t e r 4 , i t w a s p o i n t e d o u t
t h a t p a r t s o f C a n n i n g ' s w o r k s w e r e s i m i l a r l y o r i e n t e d .
E x t e n d e d u s e o f m o d e l s i s f o u n d i n t h e l i t e r a t u r e g e n e r a l l y ( B u r k e , 1 9 8 4 , p 4 8 ) 8 3 3 a n d
s e l e c t e d p r o f e s s i o n a l a p p r o v e d a c c o u n t i n g s t a n d a r d s h a v e r e c o u r s e t o m o d e l s w i t h
d i s c o u n t i n g e l e m e n t s ( C l a r k e e t a l , 2 0 0 3 ) . W i t h o u t d o u b t , f o r e c a s t i n g a n d m o d e l -
b u i l d i n g w e r e s e e n a s k e y p a r t s o f r e p o r t i n g f o r d e c i s i o n - m a k i n g , t h u s b e i n g
c o n s i s t e n t w i t h C h a m b e r s ' ' t o t a l s c e n e ' .
A m o u n t s o b t a i n e d v i a m o d e l s w e r e s u g g e s t e d a s s u r r o g a t e s f o r a m o u n t s f o u n d i n
f i n a n c i a l p o s i t i o n s t a t e m e n t s ( C r a s w e l l , 1 9 7 8 , p 8 4 ) . 8 3 4 A s w e l l , S t a u b u s ( 1 9 8 5 , p 7 4 )
s u g g e s t e d a r o l e f o r ' m a r k e t s i m u l a t i o n ' i n c a s e s w h e r e c u r r e n t m a r k e t p r i c e s w e r e
a b s e n t , e s p e c i a l l y a s r e g a r d s i s s u e s o f a p p l i c a t i o n . P ' ' H e s o u g h t t o i n c o r p o r a t e t h o s e
a p p l i c a t i o n s f o u n d i n p r a c t i c e - h i s ' i n d u c e d ' a p p r o a c h - w h i c h i n c l u d e d a n t i c i p a t o r y
d a t a . T h i s w a s i n c o n s i s t e n t w i t h C h a m b e r s ' a r g u m e n t f o r t h e c o n t e m p o r a r y f i n a n c i a l
p o s i t i o n o f a n e n t i t y u n d e r h i s p r e f e r r e d C o C o A .
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C o m p l e x e c o n o m i c m o d e l s w e r e d e v e l o p e d t o f r a m e a n d m o n i t o r p o l i c i e s a n d r e l a t e d
f o r e c a s t s b y g o v e r n m e n t s . T h e s e p o l i c i e s a n d f o r e c a s t s w e r e i n t u r n u s e d b y b u s i n e s s
8 3 2 W e a r i n g ( 1 9 9 3 , p 1 8 6 ) r e f e r s t o ' a " s y n t h e t i c " o r " a r t i f i c i a l " m a r k e t w h i c h t h e c o m p a n y c a n u s e t o
i t s a d v a n t a g e ' w i t h i n a c o n t e x t o f d e b t - d e f e a s a n c e .
8 3 3 B u r k e ' s a r t i c l e w a s w i t h i n t h e c o n t e x t o f t e n d e r e v a l u a t i o n i n t h e e l e c t r i c i t y g e n e r a t i n g i n d u s t r y . H e
a l s o m a d e m o r e g e n e r a l p o i n t s , i n c l u d i n g ( p 5 2 ) , ' T h e m e t h o d o f f o r e c a s t i n g c a n v a r y s i g n i f i c a n t l y a n d
d e p e n d i n g u p o n t h e s i t u a t i o n c o u l d r a n g e f r o m s i m p l e t i m e s e r i e s a n a l y s i s t o a d v a n c e d c a u s a l l y b a s e d
e c o n o m e t r i c m o d e l s . . . . T h e b e s t f o r e c a s t i n g m o d e l i s o n e w h e r e t h e s u m o f t h e c o s t o f p r e p a r i n g t h e
f o r e c a s t s a n d t h e e r r o r s a s s o c i a t e d w i t h i t a r e m i n i m a l . '
8 3 4 C r a s w e l l ( 1 9 7 8 , p 8 4 ) , ' I n o r d e r t o a s c e r t a i n w h e t h e r a s u b s t i t u t e c a n f u n c t i o n i n p l a c e o f a p r i n c i p a l ,
i t i s n e c e s s a r y t o e s t a b l i s h t h e r o l e o f t h e p r i n c i p a l a n d d e t e r m i n e t h e c a p a c i t y o f t h e s u r r o g a t e t o f u l f i l
t h a t r o l e . ' H e ( p 8 6 ) d o e s w a r n , h o w e v e r , ' T o s u g g e s t , t h e r e f o r e , t h a t h i s t o r i c a l c o s t , r e p l a c e m e n t c o s t ,
s e l l i n g p r i c e a n d n e t p r e s e n t v a l u e m a y b e u s e d a s s u r r o g a t e s f o r o n e a n o t h e r i s t o d e n y t h e d i f f e r e n t
c o n c e p t s a n d a m o u n t s o f i n c o m e . '
8 3 5 S t a u b u s ( 1 9 8 5 , p 7 4 ) , ' T h e m a r k e t s i m u l a t i o n n o t i o n i s n o t r e p r e s e n t e d a s a n e x c e l l e n t e x p l a n a t i o n o f
a l l a c c o u n t i n g m e a s u r e m e n t p r a c t i c e s . C u r r e n t p r a c t i c e r e p r e s e n t s v e r y c r u d e m a r k e t s i m u l a t i o n
a c c o u n t i n g . T h e m o r e i m p o r t a n t p o i n t i s t h a t t h e m a r k e t s i m u l a t i o n e x p l a n a t i o n f i t s p r e s e n t a c c o u n t i n g
m e a s u r e m e n t p r a c t i c e s b e t t e r t h a n a n y o t h e r s i n g l e e x p l a n a t i o n - b e t t e r t h a n h i s t o r i c a l c a s t , b e t t e r t h a n
m a t c h i n g c o s t s a n d r e v e n u e s , b e t t e r t h a n e x i t v a l u e s o r c u r r e n t c o s t . '
8 3 6 C h a m b e r s ( I 9 6 9 b , p 3 6 4 ) , ' W e s h a l l u s e " i n f o r m a t i o n " o n l y o f s t a t e m e n t s o f m a t t e r s o f f a c t . I t i s n o t
d e n i e d t h a t i n t h e c o u r s e o f r e f l e c t i n g u p o n p a s t , p r e s e n t o r f u t u r e , o n e m a y m a k e c a l c u l a t i o n s
e m p l o y i n g a t l e a s t s o m e h y p o t h e t i c a l m a g n i t u d e s . B u t t h e r e s u l t s o f t h o s e c a l c u l a t i o n s c a n o n l y
p r o p e r l y b e e m b o d i e d i n s t a t e m e n t s o f t h e h y p o t h e t i c a l o r c o u n t e r f a c t u a l k i n d . . . . T h u s , h y p o t h e t i c a l
c a l c u l a t i o n s a n d p r o p o s i t i o n s p r o v i d e p a r t o f t h e g r o u n d s f o r a c t i n g i n o n e w a y o r a n o t h e r . '
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e n t i t i e s i n t h e i r o w n p l a n n i n g a n d r i s k a n a l y s e s a n d a s s e s s m e n t ( M w ; g h y & W a l l i s ,
1 9 9 2 ) . H o w e v e r , d i f f e r e n t a s s u m p t i o n s l e d t o v a r i a t i o n s i n f o r e c a s t s . 3 7 O f c o n c e r n
w a s t h a t t h e s e a s s u m p t i o n s w e r e t o b e m a d e t r a n s p a r e n t . t " D e b a t e c o n t i n u e s ( H a i g h ,
1 9 9 4 ) . A r g u m e n t s r a n g e f r o m e c o n o m i c m o d e l l i n g b e i n g a ' c a p i t a l i s t c o n s p i r a c y ' t o
p a r t i c u l a r a p p l i c a t i o n s l i k e m o n e t a r y a m o u n t s o f e m p l o y e e e n t i t l e m e n t s a n d a s s e t
v a l u a t i o n s u n d e r a c c o u n t i n g s t a n d a r d s ( W a l k l e y , 1 9 9 2 ) .
M o d e l s w o u l d b e u s e d i n t h e a p p l i c a t i o n o f f a i r v a l u e . C o n c e p t u a l i s s u e s w o u l d b e
f u r t h e r d e b a t e d r e g a r d i n g t h e l i n k s b e t w e e n f a i r v a l u e a n d d e p r i v a l v a l u e w h i c h a r e o n
f i r s t s i g h t q u i t e s t r o n g . B r a d b u r y ( 2 0 0 0 , p 2 0 ) u s e s t h e c o n c e p t s a n d r e l a t i o n s h i p s
s h o w n i n F i g u r e 8 . 6 t o e x p l a i n t h e s c e n e .
A s m e t i n v a r i o u s d e b a t e s c o v e r e d i n e a r l i e r s e c t i o n s , i n c o n s i s t e n c i e s a r e f o u n d i n
t e r m i n o l o g y u s e d . ' V a l u e - t o - t h e - e n t i t y ' i s u s e d i n a w a y w h i c h s u g g e s t s i t i s t h e s a m e
a s d e p r i v a l v a l u e ( M i l l e r & L o f t u s , 2 0 0 0 , p 9 ; H o r t o n & M a c v e , 2 0 0 0 , p 2 7 ; P e a s n e l l ,
2 0 0 5 , p 6 ; v a n Z i j l & W h i t t i n g t o n , 2 0 0 5 , p 6 - 7 ) . ' F a i r v a l u e ' i s ' t h e a m o u n t f o r w h i c h
a n a s s e t c o u l d b e e x c h a n g e d , o r a l i a b i l i t y s e t t l e d , b e t w e e n k n o w l e d g e a b l e , w i l l i n g
p a r t i e s i n a n a r m ' s l e n g t h t r a n s a c t i o n ' ( I A S 3 9 , p a r a 8 ) . F r o m F i g u r e 8 . 6 , i t m a y b e
i n f e r r e d t h a t ' f a i r - v a l u e ' a n d ' v a l u e - t o - t h e - e n t i t y / d e p r i v a l - v a l u e ' a r e t h e s a m e .
F i g u r e 8 . 6 R e l a t i o n s b e t w e e n a l t e r n a t i v e m e a s u r e s o f ' F a i r V a l u e '
F a i r v a l u e
I
I n t e r n a l m e a s u r e
I
V a l u e i n u s e
I
S o u r c e : B r a d b u r y , 2 0 0 0 , p 2 0 .
M a r k e t p r i c e s
- - - . l
H o w e v e r , d i s a g r e e m e n t d i d o c c u r a m o n g s t a n d a r d - s e t t e r s . W h i l e t h o s e i n U K a n d
I A S C d i d a c c e p t t h e a b o v e c a s e , i n U S A a n d A u s t r a l i a t h e l i n k b e t w e e n f a i r - v a l u e a n d
i n t e r n a l m e a s u r e w a s n o t a c c e p t e d ( M i l l e r & L o f t u s , 2 0 0 0 , p 9 ) , s u g g e s t i n g a b r e a k i n
t h e l i n k a b o v e b e t w e e n ' f a i r v a l u e ' a n d ' i n t e r n a l m e a s u r e . I n d e e d , i n 1 9 9 9 t h e F A S B
8 3 7 T h e d i f f e r e n c e s m i g h t b e c l a s s i f i e d a s t h o s e a b o u t f u t u r e n a t i o n a l e c o n o m i c p o l i c i e s a n d
i n t e r n a t i o n a l e v e n t s , t h o s e a b o u t h o w t h e e c o n o m y i n t h e o r y w o r k s a n d t h o s e a b o u t j u d g e m e n t a l
a d j u s t m e n t s r e g a r d i n g p a s t e r r o r s o r i n s t i t u t i o n a l c h a n g e s .
8 3 8 M u r p h y & W a l l i s , ( 1 9 9 2 , p I 6 ) , ' B u t m o d e l s c a n n o t o n l y b e u s e d , t h e y c a n a l s o b e a b u s e d , a n d
r e a d e r s m u s t b e o n t h e l o o k - o u t f o r a s s u m p t i o n s t h a t h a v e b e e n s w e p t u n d e r t h e c a r p e t . W h e n
e c o n o m i s t s d i s a g r e e , i t i s u s u a l l y b e c a u s e t h e y a r e m a k i n g d i f f e r e n t a s s u m p t i o n s . I f t h e a s s u m p t i o n s a r e
n o t m a d e e x p l i c i t , a n d f u l l i n f o r m a t i o n i s n o t m a d e p u b l i c , s e n s i b l e d i s c u s s i o n c a n n o t p r o c e e d . '
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c o n c l u d e d t h a t f a i r v a l u e ( o f f i n a n c i a l i n s t r u m e n t s - s o m e u n c e r t a i n t y a p p e a r e d o n
w h e t h e r t h i s a p p l i e d t o a l l a s s e t s a n d l i a b i l i t i e s ) w a s t h e e s t i m a t e d m a r k e t e x i t p r i c e .
C h a m b e r s w o u l d a g r e e a s t h i s d i f f e r e d f r o m n e t r e a l i s a b l e v a l u e . T h e l a t t e r i n c l u d e s
f u t u r e t r a n s a c t i o n s c o s t s w h i c h i n p r i n c i p l e i n t r o d u c e a n t i c i p a t o r y i t e m s ( A A A , 2 0 0 5 ,
p i 9 2 ) . 8 3 9
M o r e r e c e n t l y , F A S B ( 2 0 0 5 ) h a s f u r t h e r d o c u m e n t e d m e a s u r e s o f ' f a i r v a l u e ' . I t
a p p e a r s , l i k e d e p r i v a l v a l u e , t o i n c l u d e a l l t h e v a l u a t i o n a p p r o a c h e s m e t i n F i g u r e s
8 . 4 a n d 8 . 6 . T e c h n i q u e s t o e s t i m a t e f a i r v a l u e a r e t o b e c o n s i s t e n t w i t h t h e
• m a r k e t a p p r o a c h ,
• i n c o m e a p p r o a c h , a n d
• c o s t ( o r a s s e t - b a s e d ) a p p r o a c h ( p a r a I 7 ) .
W i t h i n t h o s e c o n s t r a i n t s , a h i e r a r c h y o f p r e f e r e n c e s f o r m e a s u r e m e n t o f f a i r v a l u e i s
d e v e l o p e d ( L a n d s m a n , 2 0 0 5 , p 8 - 9 ) . L e v e l I r e f e r s t o q u o t e d p r i c e s o f i d e n t i c a l a s s e t s
a n d l i a b i l i t i e s f r o m a c t i v e t r a d i n g . L e v e l 2 r e f e r s t o q u o t e d m a r k e t p r i c e s o f s i m i l a r
a s s e t s a n d l i a b i l i t i e s f r o m a c t i v e t r a d i n g . L e v e l 3 r e f e r s t o c o m p a n y e s t i m a t e s .
P e a s n e l l ( 2 0 0 5 , p S ) s u g g e s t s t h e d e v e l o p m e n t o f a s t a n d a r d f o r f i n a n c i a l i n s t r u m e n t s
f a c e s t h r e e c o n c e r n s ,
• f a i r v a l u e a c c o u n t i n g i n t r o d u c e s u n a c c e p t a b l e m e a s u r e m e n t e r r o r ,
• p i e c e m e a l m o d i f i c a t i o n s c r e a t e s f r e s h p r o b l e m s , a n d
• f a i r - v a l u i n g l i a b i l i t i e s i s i n h e r e n t l y u n s o u n d . 8 4 0
I n t e r c o n n e c t i o n s a m o n g c o n c e r n s a n d w i t h o t h e r i s s u e s o f l i a b i l i t i e s a r e h i g h l i g h t e d .
T h e f a i r v a l u e o f l i a b i l i t i e s , a s s h o w n e a r l i e r , w a s f a c e d w i t h t h e c a s e i n w h i c h t h e r e
w a s n o m a r k e t f r o m w h i c h a n e x i t p r i c e c o u l d b e d e t e r m i n e d . I t w a s a r g u e d
( B r a d b u r y , 2 0 0 0 , p 2 1 ; B r a d b u r y , 2 0 0 3 , p 3 9 1 ) t h a t a n e s t i m a t e w a s r e q u i r e d i n s t e a d .
V a l u e - t o - t h e - e n t i t y w a s s e e n f o r l i a b i l i t i e s a s a ' r e l i e f v a l u e ' . I n o r d e r t o a p p l y v a r i o u s
i d e a s , a r e p l a c e m e n t l o a n o r s e t t l e m e n t a m o u n t w a s i n t r o d u c e d . I n t u r n , s e t t l e m e n t
a m o u n t w a s s e e n a s a n e x i t v a l u e n e c e s s a r y t o s e t t l e o r a r r a n g e l e g a l d e f e a s a n c e .
H o w e v e r , c o n s i d e r a t i o n w a s a l s o r e q u i r e d o f a v a l u e - i n - u s e t y p e c a l c u l a t i o n . T h e
s i t u a t i o n i s s u m m a r i s e d i n F i g u r e 8 . 7 .
8 3 9 T h e C o m m i t t e e ( A A A , 2 0 0 5 , p 1 9 2 ) a r g u e s , ' T h e m o s t a d v a n t a g e o u s m a r k e t i s d e t e r m i n e d b y
c o m p a r i n g p r i c e s a c r o s s m u l t i p l e m a r k e t s n e t o f t r a n s a c t i o n s c o s t s . H o w e v e r , t h e E D r e q u i r e s t h a t
t r a n s a c t i o n s c o s t s b e i g n o r e d s u b s e q u e n t l y i n d e t e r m i n i n g t h e f a i r v a l u e m e a s u r e m e n t . I n o u r v i e w ,
i g n o r i n g t r a n s a c t i o n s c o s t s i s p r o b l e m a t i c b e c a u s e w e b e l i e v e s u c h c o s t s a r e a n o r d i n a r y a n d
p r e d i c t a b l e p a r t o f e x e c u t i n g a t r a n s a c t i o n . '
8 4 0 P e a s n e l l ( 2 0 0 5 , p S ) , ' T h r e e s o r t s o f c o n c e r n s l a y a t t h e h e a r t o f t h e p r o b l e m s t h e l A S H h a s h a d i n
d e v e l o p i n g a n a c c e p t a b l e a c c o u n t i n g s t a n d a r d f o r f i n a n c i a l i n s t r u m e n t s . O n e h a s b e e n a n u n d e r l y i n g
c o n c e r n t h a t f a i r v a l u e a c c o u n t i n g w i l l i n v o l v e t h e i n t r o d u c t i o n o f u n a c c e p t a b l e m e a s u r e m e n t e r r o r i n t o
a c c o u n t i n g . A n o t h e r h a s b e e n t h a t p i e c e m e a l m o d i f i c a t i o n o f a c c o u n t i n g p r o d u c e s a m i x e d a t t r i b u t e
m o d e l t h a t c r e a t e s f r e s h p r o b l e m s . T h e t h i r d i s t h a t f a i r v a l u i n g l i a b i l i t i e s i s i n h e r e n t l y u n s o u n d b e c a u s e
i t c a n i n v o l v e t h e r e c o g n i t i o n o f g a i n a s t h e e n t i t y ' s c r e d i t - w o r t h i n e s s d e c l i n e s . T h e t h r e e c o n c e r n s a r e
i n t e r c o n n e c t e d , i n t h a t t r a d e o f f s a r e i n v o l v e d . '
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lV a l u e - m o u s e
a n d
I
S e t t l e m e n t v a l u e
[
a n d
V a l u e - t o - t h e - e n t i t y / R e l i e f v a l u e
[
r
R e p l a c e m e n t l o a n
H i g h e r o f :
L o w e r o f :
F i g u r e 8 . 7
r
C a s h e q u i v a l e n t t o
s e t t l e
L e g a l
d e f e a s a n c e
A m o u n t t o b e
i n v e s t e d t o
m e e t f u t u r e
o b l i g a t i o n s
S u c h a m i x e d m e a s u r e m e n t s y s t e m c e r t a i n l y p r o d u c e s s o m e d i s q u i e t . 8 4 1 P e a s n e l l
( 2 0 0 5 , p 6 - 1 O ) d i s c u s s e s i s s u e s m e t i n f a i r - v a l u i n g l i a b i l i t i e s . O n e i s t h a t t h e l i a b i l i t y
' m i r r o r s ' a n a s s e t o f a n o t h e r e n t i t y . A n o t h e r i s p o t e n t i a l m i s m a t c h w i t h i n a n e n t i t y
f r o m d i f f e r e n t a p p r o a c h e s t o a s s e t a n d l i a b i l i t y v a l u a t i o n u n d e r c o n v e n t i o n a l
a c c o u n t i n g . I s s u e s o f h e d g i n g a n d m a r k i n g - t o - m a r k e t a r e r a i s e d . A t h i r d i s t h e
i n f l u e n c e o f c r e d i t r i s k w h i c h m a y l e a d t o a m o d i f i c a t i o n o f t h e c a r r y i n g v a l u e o f a
l i a b i l i t y . 8 4 2 D i s t i n c t l e v e l s o f a b s t r a c t i o n a r e i n v o l v e d a n d i s s u e s s t i l l u n r e s o l v e d , a s
h i g h l i g h t e d b y t h e e x t r a c t f r o m B o t o s a n e t a l ( 2 0 0 5 , p I 5 9 - 1 6 9 ) m e t i n 1 . 4 .
A s r e g a r d s t h e s p e c i f i c a t i o n o f m o n e t a r y a m o u n t s , a h i e r a r c h y h a s b e e n s u g g e s t e d i n
t h e p r o f e s s i o n a l s t a n d a r d - s e t t i n g l i t e r a t u r e :
• i t e m s t r a d e d i n a r e a d y , l i q u i d m a r k e t - f o r e x a m p l e l i s t e d c o r p o r a t e d e b t ,
• i t e m s v a l u e d u n d e r s o p h i s t i c a t e d v a l u a t i o n m o d e l s
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b a s e d o n m a r k e t i n p u t s -
f o r e x a m p l e , e m p l o y e e s t o c k o p t i o n s , a n d
• i t e m s v a l u e d o n m o d e l s b a s e d w h o l l y o n m a n a g e m e n t p r o j e c t i o n s - f o r
e x a m p l e E n r o n ' s f i n a n c i a l i n s t r u m e n t s ( F A S B , 2 0 0 4 , p a r a 1 3 - 2 3 ) .
A s r e g a r d s t h e l a s t s u g g e s t i o n , C l a r k e e t a l . ( 2 0 0 3 , p 2 6 0 - 2 6 2 ) h a v e i n c o r p o r a t e d i t
i n t o m e a s u r e m e n t d e b a t e s u s e d ( a n d a b u s e d ) i n t h e E n r o n c a s e .
844
8 4 1 M i l l e r & L o f t u s ( 2 0 0 0 , p 1 6 ) , ' U n d o u b t e d l y , w e h a v e a m i x e d m e a s u r e m e n t s y s t e m . B u t i t s
e x t e n s i o n i s l i m i t e d b y t h e i m p e r f e c t i o n s a n d i n c o m p l e t e n e s s i n m a r k e t s a n d t h e i n t o l e r a n c e o f t h e
c o n s t i t u e n t s o f s t a n d a r d - s e t t i n g b o a r d s f o r s h a r p c h a n g e , e s p e c i a l l y w h e n t h e r e i s a s t r o n g p e r c e p t i o n
t h a t c a p i t a l m a r k e t p a r t i c i p a n t s h a v e a p r i m a r y f o c u s o n m e a s u r e s o f p e r f o r m a n c e . I r o n i c a l l y , t h e r e i s
m u c h l e s s s e n s i t i v i t y a b o u t c u r r e n t v a l u e s i n t h e b a l a n c e s h e e t t h a n a b o u t t h e c o n s e q u e n c e s o f t h e
r e s u l t a n t v a l u a t i o n a d j u s t m e n t s f o r p e r f o r m a n c e m e a s u r e m e n t . '
8 4 2 P e a s n e l l ( 2 0 0 5 , p S ) , ' N e v e r t h e l e s s , i t i s e a s y t o s e e t h a t r e g u l a t o r s c o u l d b e d i s t u r b e d b y t h e
p o s s i b i l i t y o f f a i l i n g b a n k s a p p e a r i n g t o h a v e v a n i s h i n g l i a b i l i t i e s s i m p l y b e c a u s e t h e c l a i m s t h e
r e p r e s e n t a r e w o r t h l e s s i n t h e m a r k e t p l a c e . '
8 4 3 C h a m b e r s w a s n o t i m p r e s s e d w i t h s o m e m o d e l s , w r i t i n g ( 1 9 7 4 b , p 1 3 5 ) , ' I s u s p e c t , t h e r e f o r e , t h a t
a n y a t t e m p t t o r e f i n e b y s t a t i s t i c a l m a n i p u l a t i o n t h e p r o c e s s o f d i s c o v e r i n g a r e l i a b l e v a l u e w i l l m e r e l y
g i v e a p s e u d o - s c i e n t i f i c r e s u l t , b a s e d a t l e a s t a s m u c h o n t h e a s s u m p t i o n s o f t h e r e f i n e r s a s o n t h e r a w
d a t a . W h a t e v e r d o u b t t h e u s e r m a y h a v e o f t h e r e l i a b i l i t y o f a r e p o r t e d v a l u e m a y b e s t i l l e d ; b u t h e m a y
n e v e r t h e l e s s b e t h e u n w i t t i n g v i c t i m o f t h e r e f i n e r ' s i m a g i n a t i o n a n d t e c h n i q u e . '
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I t i s p o i n t e d o u t ( P 2 6 0 ) t h a t E n r o n d i v e r s i f i e d t h e i r e n e r g y t r a d i n g i n t o t r a d i n g i n n o n -
r e l a t e d c o m m o d i t i e s ( i n c l u d i n g w e a t h e r d e r i v a t i v e s ) . A s w e l l , m a n a g e m e n t b e n t
g r o u p a c c o u n t i n g r u l e s o n t h e o w n e r s h i p l e v e l s o t h a t l o s s e s c o u l d b e h i d d e n i n
S p e c i a l P u r p o s e E n t i t i e s w h i c h w e r e n o t t o b e c o n s o l i d a t e d . A s w e l l , t h e y c o u l d b e
u s e d t o m o v e s e l e c t e d d e b t o f f - b a l a n c e ( p 2 6 1 - 2 6 2 ) .
R e p o r t e d p r o f i t s w e r e ' m a n u f a c t u r e d ' b y t h e u s e o f t h e ' m a r k e t - t o - m o d e l ' t e c h n i q u e
w h e r e b y t h e m o d e l w a s u s e d t o v a l u e d e r i v a t i v e s . T h e v a l u a t i o n o f v a r i o u s c o n t r a c t s
w a s d i f f i c u l t a s n o a c t u a l m a r k e t p r i c e e x i s t e d . A c o m p u t e r m o d e l w a s u s e d t o
g e n e r a t e ' p r i c e s ' - t h e m a r k - t o - m o d e l t e c h n i q u e
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( F u s a r o & M i l l e r , 2 0 0 2 , p 3 4 - 3 5 ) .
I t w a s t o o e a s y t o m a n i p u l a t e v a r i o u s f a c t o r i n p u t s .
T h e u s e o f n u m b e r s f r o m m o d e l s h a s p r o d u c e d s p e c t a c u l a r f i n a n c i a l p e r f o r m a n c e
w h e n d e a l i n g w i t h f i n a n c i a l i n s t r u m e n t s , a s i n s t a n c e d b y t h e h e d g e f u n d L o n g T e r m
C a p i t a l M a n a g e m e n t ( L T C M ) . T h o m a s ( 1 9 9 9 , p 2 2 ) h i g h l i g h t s t h e r e t h e r o l e o f
p r i v a c y , l a c k o f d i s c l o s u r e a n d a c l i e n t ' s p l a c i n g a l m o s t c o m p l e t e t r u s t i n
m a n a g e m e n t . 8 4 6 L T C M w o u l d f i n a l l y c o m e u n d o n e f i n a n c i a l l y b y t w o f l a w s ,
• l i m i t a t i o n s i n t h e o r i g i n a l B l a c k - S c h o l e s e q u a t i o n , a n d
• t h e a m o u n t o f l e v e r a g e i n v o l v e d .
C e r t a i n l y t h e ' v a l u a t i o n ' o f l i a b i l i t i e s u n d e r s e c o n d a r y f i n a n c i a l i n s t r u m e n t s ( l i k e
d e r i v a t i v e s ) f o r f i n a n c i a l p o s i t i o n p u r p o s e s r e m a i n s m o s t c o m p l e x , i s s u e s s e e m i n g
a g a i n t o b e o f a n u n r e s o l v a b l e , r e c y c l i n g n a t u r e .
8 . 5 C h a m b e r s ' C o C o A a n d l i a b i l i t i e s
I n C o C o A , C h a m b e r s ( 1 9 6 6 a ) i n g e n e r a l s u p p o r t e d c o n t r a c t u a l a m o u n t
8 4 7
r a t h e r t h a n
m a r k e t p r i c e f o r r e p r o t i n g l i a b i l i t i e s . T h i s p o s i t i o n h a s b e e n r e i n f o r c e d o v e r t h e y e a r s
( l 9 7 0 a , p 5 0 ; I 9 7 4 b , p 1 3 2 ; 1 9 7 8 , p l 2 7 a n d 1 9 8 0 , p 2 5 , p 3 2 ) .
H o w e v e r , c o n t r o v e r s y a r o s e w h e n t h e c o n s i s t e n c y b e t w e e n t h e m e a s u r e m e n t o f a s s e t s
a n d l i a b i l i t i e s o f a n e n t i t y w a s q u e s t i o n e d b y H e n d r i k s e n ( 1 9 6 7 ) a n d I s e l i n ( 1 9 6 8 ) .
C h a m b e r s ( 1 9 6 8 , p 2 4 7 ) q u e s t i o n e d t h e l e v e l o f a b s t r a c t i o n i n a r g u m e n t b u t d i d c e d e
t h a t h i s a r g u m e n t m i g h t h a v e b e e n b e t t e r p h r a s e d . ! " A s i m i l a r p o i n t ( o f w h e t h e r t h e
8 4 4 C l a r k e e t a l . ( 2 0 0 3 , p x v i i ) , ' M a r k - t o - M o d e l : A m e t h o d o f m a r k - t o - m a r k e t a c c o u n t i n g u s e d b y
E n r o n . T h e m o d e l w a s u s e d b y E n r o n , d r a w i n g o n d i s c o u n t i n g p r o c e d u r e s , t o a r r i v e a t a " s y n t h e t i c "
m a r k e t p r i c e f o r E n r o n ' s a s s e t h o l d i n g s o f e n e r g y ( a n d o t h e r ) d e r i v a t i v e s . '
8 4 ' S o m e c o m m e n t a t o r s w o u l d m i s t a k e t h e t e c h n i q u e f o r t h a t o f t h e m a r k - t o - m a r k e t . S e e F o x ( 2 0 0 3 ,
p 4 0 - 4 2 , p I 2 7 - 1 2 8 ) ; M c C l e a n & E k l a n d ( 2 0 0 3 , p 4 0 , p 3 2 2 ) .
8 4 6 T h o m a s ( 1 9 9 9 , p 2 3 ) , ' [ F ] o r t h e f i r s t f o u r y e a r s o f i t s e x i s t e n c e , t h e w h o l e f i n a n c i a l w o r l d l o o k e d o n
t h e w h i z - k i d s a t L T C M w i t h t h e s a m e a w e m e d i e v a l p e a s a n t s h a d f o r a l c h e m i s t s - p r a c t i t i o n e r s o f
w e i r d s c i e n c e , t u r n i n g b a s e m e t a l s i n t o g o l d . M y s t e r i o u s m e n k n o w n a s " q u a n t s " m a d e c o m p u t e r i s e d
c a l c u l a t i o n s , s e e k i n g o u t t i n y b u t q u a n t i f i a b l e d i s c r e p a n c i e s b e t w e e n t h e p r i c e s o f s i m i l a r f i n a n c i a l
i n s t r u m e n t s . . . . T h e g e n i u s o f t h e f u n d ' s p e r s o n n e l w a s f a b l e d . . . . T w o o f t h e m , [ M e r t o n a n d S c h o l e s ] ,
h a d j u s t w o n t h e 1 9 9 7 N o b e l P r i z e f o r e c o n o m i c s c i e n c e . '
8 4 7 G r a y ( 1 9 7 5 , p 7 2 ) , ' L i a b i l i t i e s a r e r e c o r d e d a t f a c e v a l u e b e i n g t h e l e g a l o b l i g a t i o n s o u t s t a n d i n g . '
8 4 8 C h a m b e r s ( l 9 7 0 a , p 5 0 ) , ' I m a y h a v e c o n f u s e d t h e m a t t e r s o m e w h a t b y r e f e r e n c e t o t h e d i s c o u n t i n g
o f p a y a b l e s o n p . l 0 7 a n d b y t h e i m p l i c a t i o n o f m y r e c o u r s e t o t h e a u t h o r i t y o f S p r o u s e a n d M o o n i t z o n
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d e b a t e i s o n e o f d e f i n i t i o n o r m e a s u r e m e n t ) i s m a d e b y B r a d b u r y ( 2 0 0 0 , p 1 9 ) w h o
a r g u e s a n u n d e r l y i n g p r e m i s e o f A T M 1 0 i s t h a t l i a b i l i t i e s a r e s i m p l y n e g a t i v e a s s e t s
( r e c a l l F i g u r e 3 . 2 o n S p r a g u e ' s p o s s i b l e i n t e r r e l a t i o n s h i p s ) .
M a ( 1 9 7 4 , p 1 2 6 ) a r g u e d f o r m a r k e t p r i c e s f o r t r a d e d b o n d s a n d s e t t l e m e n t / d i v e s t u r e
a m o u n t f o r n o n - t r a d e d b o n d s .
849
M c K e o w n ( 1 9 7 1 ) , S t e r l i n g ( 1 9 7 9 ) a n d F r i e d m a n
( 1 9 7 8 a ) a r g u e d f o r m a r k e t p r i c e s f o r a l l l i a b i l i t i e s . T h e l a t t e r a t t e m p t e d t o r e c o n c i l e
d i f f e r e n c e s b e t w e e n C h a m b e r s a n d S t e r l i n g . W e a r i n g ( 1 9 9 3 ) e x a m i n e d t h e d e b a t e
w i t h i n t h e c o n t e x t o f d e b t m a n a g e m e n t , d e b t d e f e a s a n c e a n d t h e r e p o r t i n g o f
s u c c e s s e s a c h i e v e d b y m a n a g e m e n t .
H o w e v e r , C h a m b e r s c o n t i n u e d t o s t r e s s c o n t r a c t u a l a m o u n t f o r l i a b i l i t i e s . T h e
a r g u m e n t ' f " w a s b a s e d o n
• e q u i t i e s n o t b e i n g n e g a t i v e a s s e t s s o t h e s a m e g e n e r a l r u l e n e e d n o t b e a p p l i e d
t o b o t h a s s e t s a n d e q u i t i e s , 8 5 1
• o b l i g a t i o n s b e i n g a c o n s t r a i n t o n a c t i o n , 8 5 2
• h i s c u r r e n t c a s h e q u i v a l e n t / m o n e t a r y e q u i v a l e n t b e i n g s i m p l y a n i d e a u n i f y i n g
a s s e t s , l i a b i l i t i e s a n d o w n e r s ' e q u i t y a t o n e l e v e l o f a b s t r a c t i o n v " , a n d
p . 1 9 6 f o r a b a n d o n i n g d i s c o u n t i n g f o r " r o u g h l y " m a t c h e d s h o r t - t e r m r e c e i v a b l e s a n d p a y a b l e s . T h e s e
a r e m i s t a k e s , d u e , I i m a g i n e , t o m y d i f f i c u l t i e s i n w e a v i n g m y w a y a m o n g s o m a n y c o n f l i c t i n g i d e a s .
D i s c o u n t i n g h a s a p l a c e i n p r e s e n t v a l u e c a l c u l a t i o n s . B u t i t h a s n o p l a c e i n m y n o t i o n o f a d a t e d
f i n a n c i a l p o s i t i o n . T h e m a t t e r m a y a l s o h a v e b e e n c o n f u s e d b y m y t r e a t m e n t o f b o n d s a s l i a b i l i t i e s . F o r
b o n d s h e l d a s a s s e t s I s u g g e s t e d m a r k e t p r i c e ; b u t f o r b o n d s a s l i a b i l i t i e s I s u g g e s t e d t h e i r f a c e v a l u e . . . .
M y d e f e n c e i s s i m p l y t h a t , a t a g i v e n t i m e , t h e i s s u e r o w e s t h e b o n d h o l d e r s t h e c o n t r a c t u a l a m o u n t o f
t h e b o n d s , w h a t e v e r t h e p r i c e a t w h i c h t h e b o n d s a r e t r a d e d . '
8 4 9 M a ( 1 9 7 4 , p I 2 6 ) , ' W h e r e t h e b o n d s a r e t r a d e d o n t h e m a r k e t , t h e a p p r o p r i a t e m e a s u r e o f t h e i r
c u r r e n t c a s h e q u i v a l e n t i s t h e m a r k e t p r i c e . W h e r e t h e b o n d s a r e n o t t r a d e d o n t h e o p e n m a r k e t , t h e
a p p r o p r i a t e m e a s u r e o f t h e i r c u r r e n t c a s h e q u i v a l e n t i s t h e a m o u n t t h e c r e d i t o r s a r e p r e p a r e d t o a c c e p t
i n f u l l s e t t l e m e n t ( w h i c h m a y b e g r e a t e r o r l e s s t h a n t h e c o n t r a c t u a l a m o u n t , d e p e n d i n g o n w h e t h e r t h e
c u r r e n t i n t e r e s t r a t e o n l i k e s e c u r i t i e s i s l o w e r o r h i g h e r t h a n t h e b o n d c o u p o n r a t e ) , o r t h e a m o u n t t h e
b o r r o w e r h a s t o o f f e r a f i n a n c i a l s p e c i a l i s t t o d i v e s t h i m s e l f ( t h e b o r r o w e r ) o f t h e l i a b i l i t y , w h i c h e v e r i s
t h e l o w e r o f t h e t w o a m o u n t s . '
8 5 0 W e a r i n g ( 1 9 9 3 , p I 8 0 - 1 8 6 ) d i s c u s s e d C h a m b e r s ' a r g u m e n t s a n d c o n c l u d e d t h a t C h a m b e r s ' c r i t i c s
p l a c e e m p h a s i s o n e c o n o m i c a r g u m e n t s , i n c l u d i n g i n t e r e s t r a t e c h a n g e s a n d r e l a t e d r i s k f a c t o r
a n a l y s e s .
8 5 1 C h a m b e r s ( 1 9 7 0 a , p 5 0 - 5 1 ) , ' I n s h o r t , e q u i t i e s a r e n o t j u s t n e g a t i v e a s s e t s , a n d t h e r e i s n o r e a s o n
t h a t I c a n y e t s e e w h y t h e s a m e g e n e r a l r u l e s h o u l d a p p l y t o b o t h a s s e t s a n d e q u i t i e s . ' C h a m b e r s
( l 9 7 4 b , p 1 3 2 ) , ' B u t a s s e t s a r e n o t e q u i t i e s , a n d t h e r e i s n o g r o u n d f o r s u p p o s i n g t h a t t h e s a m e r u l e s
a p p l y t o b o t h . T h e a m o u n t o f t h e a s s e t s r e p r e s e n t s t h e c l a i m s o f t h e f i r m , a s a g a i n s t t h e r e s t o f t h e
c o m m u n i t y , t o t h e u s e o f r e s o u r c e s . T h e a m o u n t o f t h e l i a b i l i t i e s r e p r e s e n t s t h e c l a i m s o f t h e c r e d i t o r s
a g a i n s t t h e a s s e t s o f t h e f i r m . T h e c l a i m s o f c r e d i t o r s a g a i n s t t h e a s s e t s o f t h e f i r m d o n o t b e c o m e l e s s
( o r t h e g r e a t e r ) a s a c o n s e q u e n c e o f t r a n s a c t i o n s b e t w e e n b o n d h o l d e r s . '
8 5 2 C h a m b e r s ( 1 9 7 4 b , p I 3 3 ) , ' I n a n u t s h e l l , t h e p o s s e s s i o n o f a s s e t s r e p r e s e n t s f r e e d o m t o a c t ;
o b l i g a t i o n s t o p a y c r e d i t o r s a r e r e s t r a i n t s o n t h a t f r e e d o m . '
8 5 3 C h a m b e r s ( 1 9 7 4 b , p 1 3 2 ) , ' M a c o n t e n d s t h a t f o r p u b l i c l y t r a d e d b o n d s " t h e a p p r o p r i a t e m e a s u r e o f
t h e i r c u r r e n t c a s h e q u i v a l e n t i s t h e m a r k e t p r i c e " . A l t h o u g h I i n t r o d u c e d c u r r e n t c a s h e q u i v a l e n t w h e n
d e a l i n g w i t h a s s e t s , I a p p l i e d t h e t e r m a l s o t o e q u i t i e s ( p . 1 0 7 ) . I f a s s e t s a r e w o r t h i n t h e a g g r e g a t e
$ 1 , 0 0 0 a n d t h e d e b t s a m o u n t t o $ 5 0 0 , t h e r e s i d u a l e q u i t y i n t h e a s s e t s i s $ 5 0 0 . B e c a u s e t h e f i r s t i s a
m o n e y s u m ( t h e m o n e y e q u i v a l e n t o f w h a t i s o w n e d ) a n d t h e s e c o n d i s a m o n e y s u m , t h e d i f f e r e n c e i s
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• c o n t r a c t u a l a m o u n t , f a c e v a l u e a n d m a r k e t p r i c e o f a b o n d b e i n g n e e d e d f o r
c h o i c e o r a c t i o n , b u t o n l y t h e f i r s t f i g u r e - c o n t r a c t u a l a m o u n t - w o u l d b e
i n c l u d e d i n t h e f i r m ' s s t a t e m e n t o f f i n a n c i a l p o s i t i o n . P "
T h e a r g u m e n t r e m a i n s c o n s i s t e n t g i v e n C h a m b e r s ' p r e m i s e s . H o w e v e r , t h e a r g u m e n t
s e e m s t o b e a b o u t t h o s e p r e m i s e s . W h a t w o u l d f o l l o w f r o m t h e r e l a x a t i o n o f s a y a n
a b i l i t y t o d e a l w i t h t h e b o n d s s h o w n a s l i a b i l i t i e s ? L i p e ( 2 0 0 2 ) a n a l y s e d a c a s e i n
w h i c h a c o m p a n y h a d p o t e n t i a l l y p r o f i t e d f r o m i t s d e t e r i o r a t i n g c r e d i t r a t i n g .
855
T h e
a r g u m e n t i m p l i c i t l y s u p p o r t e d C h a m b e r s ' a r g u m e n t f o r c o n t r a c t u a l a m o u n t b e i n g
u s e d .
R e g a r d i n g m e a s u r e m e n t , t w o p r o p o s i t i o n s a r e s u g g e s t e d :
• a s s e t s ( m a r k e t p r i c e s ) l e s s l i a b i l i t i e s ( c o n t r a c t u a l p r i c e s ) e q u a l r e s i d u a l e q u i t y
( m o n e t a r y a m o u n t s ) , a n d
• a s s e t s ( m a r k e t p r i c e s ) d i v i d e d b y l i a b i l i t i e s ( c o n t r a c t u a l p r i c e s ) e q u a l s o l v e n c y
i n d i c a t o r .
T h e v a l i d i t y o f t h e s e p r o p o s i t i o n s w a s c h a l l e n g e d a s b e i n g h e t e r o g e n e o u s b y s o m e .
R e c a l l t h e r e f e r e n c e t o A T B 1 ( 1 9 5 3 ) m e t e a r l i e r . P e r h a p s t h e d e b a t e w a s w h e t h e r o r
n o t a m e a s u r a b l e a t t r i b u t e m u s t b e s p e c i f i e d o r w h e t h e r t h e m e a s u r i n g i n s t r u m e n t s
h a v e n o t y e t b e e n f u l l y d e v e l o p e d ( S t e r l i n g , 1 9 7 9 , p 3 9 ) . C h a m b e r s w o u l d c o n t i n u e t o
a r g u e t h a t l i a b i l i t i e s b e m e a s u r e d a t c o n t r a c t u a l a m o u n t .
S t a u b u s ( 2 0 0 4 , p 2 6 1 ) s u m m a r i z e s ( a r g u a b l y w i t h s o m e p o e t i c l i c e n c e ) C h a m b e r s '
a p p r o a c h t o t h e m e a s u r e m e n t o f l i a b i l i t i e s a s ' c u r r e n t n e t s e t t l e m e n t v a l u e s ' ( P 2 6 9 ) .
S t a u b u s a n d o t h e r s w o u l d a l l o w ' u s e o f a r e p e r t o i r e o f m e a s u r e m e n t m e t h o d s '
( P 2 6 5 ) . 8 5 6 W h i l e i n p r i n c i p l e l i a b i l i t i e s ( a n d a s s e t s ) w e r e t o b e m e a s u r e d a t e x i t p r i c e ,
s u r r o g a t e s w e r e a l l o w e d i n v a r i o u s c a s e s ( p 2 6 8 , p 2 6 9 _ 2 7 0 ) . 8 5 7 T h i s i s n o t c o n s i s t e n t
w i t h C h a m b e r s ' C o C o A , a s s p e c i f i e d i n h i s p o s t - 1 9 6 6 c l a r i f i c a t i o n s ( 1 9 7 0 a ; 1 9 7 4 b ) .
a g e n u i n e m o n e y s u m . T h e u s e o f " c u r r e n t c a s h e q u i v a l e n t " i n r e s p e c t o f a l l t h r e e a m o u n t s s u g g e s t s a
u n i f y i n g i d e a - i t ' s a l l m o n e y . '
8 5 4 C h a m b e r s ( I 9 7 0 a , p 5 0 ) ' T h e c o n t r a c t u a l a m o u n t o f a b o n d a t a n y t i m e m a y b e m o r e o r l e s s t h a n t h e
f a c e v a l u e , b y v i r t u e o f r e d e m p t i o n p r o v i s i o n s i n t h e b o n d i n d e n t u r e . I t c a n r e a d i l y b e c a l c u l a t e d f r o m
t h o s e p r o v i s i o n s . B u t e v e n i f t h e m a r k e t p r i c e i s m a t e r i a l l y d i f f e r e n t f r o m t h i s c o n t r a c t u a l a m o u n t , t h e
l a t t e r i s t h e r e l e v a n t f i g u r e f o r a s s e s s m e n t o f p r e s e n t f i n a n c i a l p o s i t i o n . . . . A s l o n g a s t h e c o m p a n y ' s
a f f a i r s a r e r e a s o n a b l y s e c u r e , t h e b o n d p r i c e i s a f u n c t i o n o f t h e c o u p o n r a t e a n d t h e c u r r e n t m a r k e t r a t e
o f i n t e r e s t . I t h a s n o t h i n g t o d o d i r e c t l y w i t h t h e e q u i t y o f b o n d h o l d e r s a n d o t h e r s i n t h e a s s e t s o f t h e
c o m p a n y . I t i s t h e q u i t e s e p a r a t e f u n c t i o n o f t h e b a l a n c e s h e e t t o s h o w j u s t t h i s . '
8 5 5 T h i s i s s u e i s a l s o r e f e r r e d t o b y K n i g h t ( 2 0 0 5 , p 3 ) ; P e a s n e l l , ( 2 0 0 5 , p 4 - 5 ) ; A n d r e w s , ( 2 0 0 5 , p 4 ) . F o r
i s s u e s r e g a r d i n g a c c o u n t i n g a n d i s s u e s o f c r e d i t r i s k , s e e G e b h a r d t ( 2 0 0 5 ) .
8 5 6 S t a u b u s ( 1 9 8 5 , p 6 1 - 6 3 ) l i s t e d t h e v a r i o u s m e a s u r e m e n t m e t h o d s a v a i l a b l e u n d e r t h e t h e n U S A
G A A P .
8 5 7 S t a u b u s ( 2 0 0 4 , p 2 7 1 ) d o e s c o r r e c t l y s t a t e C h a m b e r s ' 1 9 6 6 a r g u m e n t i n w h i c h h e a l l o w e d t h e u s e o f
s u r r o g a t e s . H o w e v e r , b y t h e I 9 9 0 s , C h a m b e r s h a d r e v e r s e d t h a t p o s i t i o n ( s e e f o r e x a m p l e C h a m b e r s ,
1 9 7 0 a , 1 9 7 4 b ) .
2 8 8
8 . 6 H i e r a r c h y o f t e r m s a n d t h e i r m e a s u r e m e n t
I n t h e f i n a n c i a l l i t e r a t u r e , a n a l y s e s f i n d a s e r i e s o f t e r m s b e i n g u s e d r e g a r d i n g
l i a b i l i t i e s . f " o f t e n w i t h l i t t l e e x p l i c i t l o g i c a l r i g o u r . T h e s e i n c l u d e :
- c l a i m
- d e b t
- l i a b i l i t y
- o b l i g a t i o n
- r e s p o n s i b i l i t y
- d u t y
- e q u i t y .
T h e t e r m s p e r s e m a y f o r m a h i e r a r c h y w h e r e b y e a c h i s p a r t o f a s u b s e t o f t h e
f o l l o w i n g t e r m . H o w e v e r , c r i t e r i a a r e n e e d e d t o d i s t i n g u i s h a m o n g t h e t e r m s . S o m e
m a y b e p r o v i d e d b y t h e l e g a l s y s t e m w h i c h i t s e l f h a s d i s t i n c t l e v e l s o f a c t i o n .
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S t a u b u s ( 1 9 7 7 , p 1 8 8 ) f o u n d a h i e r a r c h y o f m e a s u r e m e n t m e t h o d s a p p l i c a b l e t o
l i a b i l i t i e s a s t h e y
m a y b e r a n k e d , o n t h e r e l e v a n c e c r i t e r i o n , a s f o l l o w s :
1 . D i s c o u n t e d f u t u r e c a s h f l o w s .
2 . F u t u r e c a s h f l o w s , i f w a i t i n g p e r i o d i s s h o r t .
3 . C u r r e n t m a r k e t p r i c e .
4 . N e g a t i v e N R V .
5 . R e p l a c e m e n t r e c e i p t ( o r p r o c e e d s ) .
6 . R e s t a t e d h i s t o r i c a l r e c e i p t ( o r p r o c e e d s ) .
7 . H i s t o r i c a l r e c e i p t ( o r p r o c e e d s ) .
S o m e y e a r s l a t e r , t h e l A S H F r a m e w o r k ( 2 0 0 3 , p a r a l O O , q u o t a t i o n s r e g a r d i n g
l i a b i l i t i e s o n l y ) i n c l u d e d u n d e r t h e b a s e s o f m e a s u r e m e n t ,
8 5 8 S e e f o r i n s t a n c e D o h r , ( \ 9 4 1 , p 2 0 2 , e m p h a s i s a d d e d ) , ' O n e o f t h e b a s i c p u r p o s e s o f t h e b a l a n c e -
s h e e t i s t o s h o w t h e a b i l i t y o f t h e b u s i n e s s e n t e r p r i s e t o m e e t i t s c u r r e n t o b l i g a t i o n s a s t h e y c o m e d u e .
T h i s i s a m a t t e r o f e x t r e m e i m p o r t a n c e , s i n c e t h e c o n t i n u a n c e o f b u s i n e s s d e p e n d s u p o n a s a t i s f a c t o r y
w o r k i n g - c a p i t a l s i t u a t i o n . I n a d d i t i o n , o f c o u r s e , i t i s i m p o r t a n t t o i n d i c a t e t h e l o n g - t e r m d e b t a n d i t s
m a t u r i t i e s . '
8 5 9 B o u l t o n ( 1 9 6 5 , p l - Z , e m p h a s i s a d d e d ) : ' I t i s a n e v i d e n t f a c t t h a t c o m m e r c i a l l i f e c o n s i s t s o f t h e
m a k i n g a n d f u l f i l l i n g o f c o n t r a c t s , u s i n g t h e w o r d " c o n t r a c t " i n i t s t r u e s e n s e a s m e a n i n g a n y a g r e e m e n t
d e s i g n e d t o c r e a t e o b l i g a t i o n s e n f o r c e a b l e a t l a w . A l m o s t e v e r y a c t i n b u s i n e s s l i f e c r e a t e s l e g a l r i g h t s
a n d d u t i e s ; t h e r i g h t t o r e c e i v e b e n e f i t s , t h e d u t y t o p a y f o r t h e m , t h e d u t y t o s u p p l y g o o d s o r s e r v i c e s ,
t h e r i g h t t o b e p a i d . A s b u s i n e s s g o e s o n i t s a c c u s t o m e d w a y , t h e f a c t t h a t i t c o n s i s t s o f t h i s w e b o f
l e g a l r i g h t s a n d d u t i e s m a y n o t o c c u p y t h e f o r e f r o n t o f o u r m i n d s . I n d e e d , i t i s g o o d t h a t i t s h o u l d n o t ,
f o r i t w o u l d b e i n t o l e r a b l e t o l i v e o u r b u s i n e s s l i v e s a l w a y s t h i n k i n g o f t h e p r e c i s e l e g a l o b l i g a t i o n s
w h i c h p r e s s u p o n u s a t e v e r y m o m e n t o f t h e d a y , a n d w o r s e t o b e e n g r o s s e d a l w a y s i n t h e d e f i n i t i o n
a n d e x a c t i o n o f o u r p r e c i s e l y d e t e r m i n e d r i g h t s . I t i s g o o d t h a t t h e n e c e s s a r i l y r i g i d a n d n a r r o w c o n c e p t
o f l e g a l r i g h t s a n d d u t i e s s h o u l d b e h i d d e n f r o m i m m e d i a t e v i e w b y t h e z e s t f o r a c t i v i t y , t h e s t i m u l u s
o f t h e r o u g h a n d t u m b l e o f c o m p e t i t i o n , a n d b y t h e e q u i v a l e n t , i n t h i s m a c h i n e a g e , o f t h e j o y a
c r a f t s m a n f e e l s i n a c h i e v e m e n t . B u t t h e f a c t o f r i g h t s a n d d u t i e s i s n e v e r v e r y f a r a w a y i n t h e
b a c k g r o u n d . I t i s d e s i r a b l e , i n d e e d i m p e r a t i v e , t h a t l e g a l r i g h t s a n d d u t i e s s h o u l d b e a l w a y s r e c o g n i s e d
a s u n d e r l y i n g t h e d a i l y a c t i v i t y , u n d e r p i n n i n g a n d g i v i n g s t r e n g t h t o t h e s t r u c t u r e o f b u s i n e s s . ' S i m i l a r
c o m m e n t s a p p e a r i n H o c k e r e t a i , ( \ 9 9 0 , p I - 2 ) .
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(a) Historical Cost, Liabilities are recorded at the amount ofproceeds received
in exchange for the obligation, or in some circumstances (for example, income
taxes), at the amounts ofcash or cash equivalents expected to be paid to satisfy
the liability in the normal course ofbusiness.
(b) Current cost, Liabilities are carried at the undiscounted amount of cash or
cash equivalents that would be required to settle the obligation currently.
(c) Realisable (settlement) value, Liabilities are carried at their settlement
values; that is, the undiscounted amounts ofcash or cash equivalents expected
to be paid to satisfy the liabilities in the normal course ofbusiness.
(d) Present value, Liabilities are carried at the present discounted value of the
future net cash outflows that are expected to be required to settle the liabilities
in the normal course ofbusiness.
The need for a hierarchy- including issues of both definition/recognition and
measurement - superimposed within the type of information found in the reports
suggested in Chapter 6, would provide the required rigour to account for liabilities.
One is proposed in Chapter 9.
8.7 Summary and conclusions
In this chapter, issues of definition, recognition and measurement have been analysed.
Various debates have been seen as in principle irresolvable. Reasons begin with
disagreements on the definition of accounting and on the function of the related
financial statements which in turn leads to disagreements on the definition, recognition
and measurement of elements in those financial statements - one of which is, of
course, 'liability'.
Argument
8.11 Tensions continue on the definition ofaccounting.
8.12 Tensions occur between GAAP and legal terminology.
8.13 Tensions were created by development of new items like derived financial
instruments.860
CoCoA was not explicitly adopted in CFs, to the glee of some writers.?" Instead,
changes to conventional accounting were stubbornly resisted, especially by
practitioners.
860 Stewart (\950, p301) discussed the classification of 'deferred income' and criteria to decide
whether it was a liability or part of owners' equity, 'The legalistic concept of deferred income
is at
complete variance with what I consider to be sound accounting principles. The taxing author
ities
consider that advance commissions and fees are income of the year in which they are received,
even
though there is an obligation to refund part upon the happening of certain events that may occur in
the
future... 1 greatly prefer the employment of sound and generally accepted accounting principles
over
the use of tax decisions which are made only for the purpose of getting the money. If you have defe
rred
income, show and call it that, with the exercise of care to determine whether or not it is defe
rred
income instead of an actual liability.'
861 Stamp (1983, p119) claimed of CoCoA, 'Yet, despite this profusion of argument, exhortation,
polemic and, at times, invective, the response has been disappointing to Chambers and his follow
ers.
Many different proposals are being considered in various parts of the world for changes in
the
measurement basis used in published financial reports, but none of the exposure drafts or standards
that
have been used nominates CoCoA even as a secondary or supplementary system, let alone as a prim
ary
system of accounting to stand alongside or replace historical cost accounting.' See also Gyn
ther,
(1972, p42).
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A r g u m e n t
8 . 2 1 C o n v e n t i o n a l a c c o u n t i n g - M a y ' s l e g a c y - w a s s t i l l s e e n t o h a v e a f u n c t i o n i n
C G . ' "
8 . 2 2 T h e ' t o t a l s c e n e ' i n c h o i c e w a s s e l d o m i n t r o d u c e d i n d e b a t e s o n o r c r i t i c i s m s o f
C o C o A .
8 . 2 3 A t t h e a p p l i c a t i o n l e v e l , t e n s i o n s a r o s e w h i c h s u g g e s t e d a n e e d f o r r e p o r t s
d i s t i n c t f r o m f i n a n c i a l o n e s .
T e n s i o n s o c c u r r e d i n d i s c u s s i o n s o n m e a s u r e m e n t i n a c c o u n t i n g i n g e n e r a l .
A r g u m e n t
8 . 3 1 B y c o n v e n t i o n a l a c c o u n t i n g d e a l i n g w i t h ' c o s t s ' a n d t h e i r a l l o c a t i o n , 8 . 3 1
T e n s i o n s c o n t i n u e t o o c c u r i n t e r m i n o l o g y u s e d u n d e r G A A P i n g e n e r a l .
8 . 3 2 B y c o n v e n t i o n a l a c c o u n t i n g d e a l i n g w i t h ' c o s t s ' a n d t h e i r a l l o c a t i o n ,
m e a s u r e m e n t i s s u e s w e r e i n h e r e n t l y i n c l u d e d i n i s s u e o f i d e n t i f i c a t i o n o r d e f i n i t i o n .
8 . 3 3 A t t e m p t s t o i n c l u d e n o t i o n s f r o m m e a s u r e m e n t p r o p e r l i k e
• t h e i d e n t i f i c a t i o n o f a p r o p e r t y d e b a t e o r
• a d d i t i v i t y i n t h e p h y s i c a l s e n s e d e b a t e
s e e m e d t o h a v e
• l i t t l e e f f e c t o n a p p l i c a t i o n s b y p r a c t i t i o n e r s a n d
• a n a b i l i t y t o d e r a i l p r o p o s a l s ( l i k e C o C o A ) t o c h a n g e c o n v e n t i o n a l a c c o u n t i n g .
8 . 3 4 V a r i o u s a t t e m p t s w e r e m a d e t o a c c o u n t u s i n g s o m e f o r m o f ' c u r r e n t v a l u e ' ,
e s p e c i a l l y i n t i m e s o f h i g h i n f l a t i o n .
8 . 3 5 C h a m b e r s ' C o C o A w a s s e e n a s a r a d i c a l c h a n g e f r o m c o n v e n t i o n a l a c c o u n t i n g .
8 . 3 6 A l t e r n a t i v e s t o c o n v e n t i o n a l a c c o u n t i n g m e a s u r e s ( a n d C o C o A ) i n c l u d e d
d e p r i v a l v a l u e .
8 . 3 7 A l t e r n a t i v e s t o c o n v e n t i o n a l a c c o u n t i n g m e a s u r e s ( a n d C o C o A ) i n c l u d e d f a i r
v a l u e .
8 . 3 8 D e b a t e w a s f o u n d o n w h e t h e r f a i r v a l u e d i f f e r e d f r o m d e p r i v a l v a l u e .
T e n s i o n s o c c u r r e d i n d i s c u s s i o n s o n m e a s u r e m e n t o f l i a b i l i t i e s i n p a r t i c u l a r .
8 . 4 1 T e n s i o n s c o n t i n u e t o o c c u r i n t e r m i n o l o g y u s e d u n d e r G A A P f o r l i a b i l i t i e s i n
p a r t i c u l a r .
C o n v e n t i o n a l a c c o u n t i n g s t i l l s u p p o r t e d a c a r r y i n g v a l u e w h i c h c o u l d b e d e t e r m i n e d
i n v a r i o u s w a y s .
8 . 4 2 C h a m b e r s c o n t i n u e d t o s u p p o r t ' c o n t r a c t u a l a m o u n t ' t o d e t e r m i n e t h e m o n e t a r y
a m o u n t o f a l i a b i l i t y .
8 . 4 3 U n d e r C o C o A , f a c e v a l u e , m a r k e t t r a d i n g p r i c e o r d i s c o u n t e d p r e s e n t v a l u e d i d
n o t p r o v i d e t h e m o n e t a r y a m o u n t f o r f i n a n c i a l p o s i t i o n p u r p o s e s ; t h a t w a s n o t t o
a r g u e t h a t t h e s e o t h e r v a l u e s o r p r i c e s w e r e i r r e l e v a n t i n d e c i s i o n - m a k i n g o r c h o i c e .
8 . 4 4 D e p r i v a l v a l u e f o r l i a b i l i t i e s w a s s e e n t o e n c o u r a g e a m i x e d - v a l u e a p p r o a c h .
8 . 4 5 D e b a t e w a s f o u n d o n t h e a p p l i c a t i o n o f f a i r v a l u e t e c h n i q u e s .
8 6 2 C o n s i d e r W h i t n e y ' s ( 1 9 4 0 , p 3 0 8 ) c o n c l u s i o n , ' T r a d i t i o n a l a c c o u n t i n g p r o c e d u r e s a r e s o u n d ,
b e c a u s e a c c o u n t s b a s e d o n c o s t a r e e a s i e r t o u n d e r s t a n d t h a n a c c o u n t s b a s e d o n a p p r a i s a l s , a n d b e c a u s e
t h e y c o m p l y w i t h t h e e q u i t a b l e d o c t r i n e s g o v e r n i n g r e p o r t s o f f i d u c i a r i e s . '
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I n t h i s c h a p t e r , f i n d i n g s o f t h e c o n t i n u a t i o n o f p a s t t e n s i o n s a n d t h e r e c y c l i n g o f i s s u e s
w i t h o u t r e s o l u t i o n s u g g e s t t h a t , a s r e g a r d s t h e r e p o r t i n g o f l i a b i l i t i e s , l e s s o n s f r o m
h i s t o r y s e e m q u i c k l y f o r g o t t e n . I n t h e n e x t c h a p t e r , c u r r e n t t e n s i o n s a r e r e v i e w e d a n d
w a y s i n w h i c h t h e y m a y b e r e s o l v e d s u g g e s t e d .
2 9 2
C h a p t e r 9 I l l u m i n a t i o n - R e p o r t i n g L i a b i l i t i e s i n t h e 2 0 0 0 s : P r o g r e s s i o n o r
R e g r e s s i o n ?
W h a t k i n d o f v i e w , t h e n , m a y w e h a v e o f t h e j i t t u r e ? T h e w e a l t h o f n a t i o n s , t h e
l i v i n g s t a n d a r d s o f u s a l l , d e p e n d o n t h e e f f i c i e n c y o f b u s i n e s s . A n d t h a t
d e p e n d s o n t h e p r o m p t i d e n t i f i c a t i o n o f p o t e n t i a l s o u r c e s o f d i f f i c u l t y . I t
w o u l d , I i m a g i n e , b e a g r o u n d f o r g r e a t p r o f e s s i o n a l s a t i s f a c t i o n t o b e s u r e
t h a t a c c o u n t i n g i s p l a y i n g i t s p a r t i n t h e p u r s u i t o f e f f i c i e n c y . B u t t h a t i s a
s a t i s f a c t i o n w e y e t h a v e n o r i g h t t o c l a i m .
D i s c i p l i n e d m e a s u r e m e n t o f s t a t e s a n d c h a n g e s i n s t a t e h a s b e e n v a l u e d
w i d e l y f o r t h e p o w e r i t h a s g i v e n m e n o v e r t h e v a r i a b l e s t h a t s u r r o u n d t h e m
a n d t h e i r e n t e r p r i s e s .
C h a m b e r s , 1 9 8 3 , p 4 6 9 .
. . . t h e r e c e n t s p a t e o f a c c o u n t i n g a n d c o r p o r a t e g o v e r n a n c e s c a n d a l s h a s
h a m m e r e d h o m e t h e m e s s a g e t h a t i n c e n t i v e a n d t r a n s p a r e n c y i s s u e s a r e j u s t
a s i m p o r t a n t i n t h i s a r e a o f f i n a n c i a l r e p o r t i n g a s e l s e w h e r e .
K n i g h t , 2 0 0 5 , p 2 .
B e f o r e , a s s e t s a n d l i a b i l i t i e s w e r e m o s t l y c a r r i e d a t t h e i r h i s t o r i c , o r i g i n a l
c o s t ; " f a i r v a l u e ' i s a n a t t e m p t t o s h o w t h e i r c u r r e n t w o r t h . F a i r - v a l u e
n u m b e r s a r e u p - t o - d a t e a n d a r g u a b l y m o r e r e l e v a n t t h a n t h e i r s t a t i c b u t
v e r i f i a b l e p r e c u r s o r s . B u t t h e y a l s o r e s u l t i n m o r e v o l a t i l e p r o f i t s a n d a
h e a v i e r r e l i a n c e o n e s t i m a t e s f o r t h e m a n y i t e m s ( b a n k l o a n s , b u i l d i n g s ) t h a t
m a y n o t h a v e a r e a d y m a r k e t .
T h e E c o n o m i s t , 2 0 0 5 a , p 5 9 .
9 . 1 I n t r o d u c t i o n
I n C h a p t e r 2 , i t w a s a r g u e d t h a t u n t i l t h e m i d - 1 8 0 0 s , t h e c o r p o r a t i o n w a s p r i m a r i l y a
l e g a l i n s t i t u t i o n - w i t h a p r o t e c t i o n o f i n v e s t o r t h r u s t . ' I n v e s t o r ' w a s b r o a d i n i t s
s c o p e , c o v e r i n g s h a r e h o l d e r s a n d c r e d i t o r s . T h i s t h r u s t w a s t o i n t e r a c t w i t h a c c o u n t i n g
i n g e n e r a l w h i c h h a d i m p l i c a t i o n s f o r t h e r e p o r t i n g o f l i a b i l i t i e s . T h e l a t t e r h a l f o f t h e
1 8 0 0 s s a w a b a l a n c e b e t w e e n l e g a l a n d e c o n o m i c i n t e r e s t s , a g a i n w i t h i m p l i c a t i o n s
f o r l i a b i l i t i e s . T h e a r r i v a l o f t h e l a r g e j o i n t - s t o c k c o r p o r a t i o n ( i n c r e a s i n g l y i n a
h o l d i n g - s u b s i d i a r y c o r p o r a t e f o r m ) w i t h a p o w e r f u l m a n a g e m e n t s e p a r a t e d f r o m
o w n e r s h i E a n d b a c k e d b y t h e f i n a n c i e r s h a d s e e n t h e b a l a n c e w e i g h t o w a r d s e c o n o m i c
i n t e r e s t s . 6 3
I n C h a p t e r s 3 a n d 4 , i t w a s a r g u e d t h a t i n t h e 1 9 0 0 s , t h e c o r p o r a t i o n c o n t i n u e d t o b e
s e e n a s a n e c o n o m i c i n s t i t u t i o n . D e b a t e s a r o s e b e t w e e n e c o n o m i c a n d s o c i a l i s s u e s ,
w i t h t h e b a l a n c e f u r t h e r t i l t i n g t o w a r d s e c o n o m i c - e s p e c i a l l y r e g a r d i n g t h e r o l e o f
t h e l a r g e c o r p o r a t i o n a s e n s c o n c e d i n t h e p e r v a s i v e p h r a s e ' b i g b u s i n e s s ' . T h e 1 9 3 0 s
a n d t h e N e w D e a l d e v e l o p m e n t s s a w t h r e a t s t o b i g b u s i n e s s . f ' " b u t t h e i r r o l e i n
8 6 3 M c D o n a l d ( 1 9 6 2 , p 7 0 - 7 1 ) r e l a t e s t h e s t o r y o f t h e ' B r y a n p a n i c ' w h i c h s a w t h e p o w e r f u l p l a y e r s i n
t h e U S A m o n e y m a r k e t d o b a t t l e w i t h t h e t h e n D e m o c r a t i c p r e s i d e n t i a l c a n d i d a t e , B r y a n . T h e p o w e r f u l
p l a y e r s i n c l u d e d e n t r e p r e n e u r S a m u e l I n s u l l , w h o s e a c t i o n s a n d r e l a t e d i n t e r a c t i o n s w i t h a c c o u n t i n g
w e r e m e t i n C h a p t e r s 2 t o 4 .
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i n d u s t r i a l a n d s e r v i c e i n d u s t r i e s d u r i n g W W I I s a w a n y t h r e a t s m i n i m i s e d a n d t h e
l a r g e c o r p o r a t i o n b e c a m e w e l l - e s t a b l i s h e d i n s o c i e t y . T h e d e b a t e s i n t u r n a g a i n
i n t e r a c t e d w i t h a c c o u n t i n g w i t h i m p l i c a t i o n s f o r t h e r e p o r t i n g o f l i a b i l i t i e s . H o w e v e r ,
t h e m a j o r i n t e r a c t i o n w a s c e r t a i n l y f o r r e p o r t i n g i n g e n e r a l - t h e M a y L e g a c y o f
c o n v e n t i o n a l a c c o u n t i n g .
I n C h a p t e r s 5 a n d 6 , i t w a s a r g u e d t h a t t h e c o r p o r a t i o n w a s f a c e d w i t h v a r i o u s s o c i a l
i s s u e s w h i c h i n s o m e w a y s w e r e t o a c t a s a c o u n t e r b a l a n c e t o e c o n o m i c i s s u e s .
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I n d e e d t o s o m e , t h e c o r p o r a t i o n h a d b e c o m e a s o c i a l i n s t i t u t i o n . A g a i n t h e r e w e r e
i n t e r a c t i o n s w i t h a c c o u n t i n g w i t h i m p l i c a t i o n s f o r t h e r e p o r t i n g o f l i a b i l i t i e s . T h e r e
w a s c r i t i c i s m a s c o n v e n t i o n a l a c c o u n t i n g w a s u n a b l e t o m e e t t h e d e m a n d s o f v a r i o u s
s t a k e h o l d e r s . S o m e a r g u e d t h a t t h e f u n c t i o n o f a c c o u n t i n g r e q u i r e d a n e x p a n s i o n .
O t h e r s , l i k e C h a m b e r s , a r g u e d f o r a m o r e r i g o r o u s a n d w e l l - c o n s t r a i n e d o n e . I s s u e s
s u c h a s t h e s e w e r e a n a l y s e d i n C h a p t e r s 7 a n d 8 . I t w a s a r g u e d t h a t v a r i o u s i s s u e s
w e r e s i m p l y r e c y c l e d w i t h l i t t l e r e g a r d f o r l e s s o n s t o b e l e a r n e d f r o m h i s t o r y .
A s p o i n t e d o u t i n 1 . 4 , a n u n e x p e c t e d c o i n c i d e n c e , l i k e t h o s e w h i c h a f f e c t v a r i o u s
e v e n t s i n l i f e a n d s c i e n c e ( H e l l m a n , 1 9 9 8 ) , o c c u r r e d t o w a r d s t h e e n d o f t h e w r i t i n g o f
t h i s t h e s i s . A m o s t r e c e n t a n a l y s i s o f a c c o u n t i n g f o r l i a b i l i t i e s ( B o t o s a n e t a l , 2 0 0 5 )
w a s b u i l t a r o u n d t h e r e v i s i t i n g o f t h e C F b y t h e F A S B I I A S B ( C h a p t e r s 7 a n d 8 ) . T h e
r e v i e w o f t h i s a n a l y s i s i n 9 . 2 r e v e a l s a r e c y c l i n g o f i s s u e s .
I n t h i s c h a p t e r , w h a t i s r e q u i r e d t o r e s o l v e t e n s i o n s m e t r e g a r d i n g t h e r e p o r t i n g o f
l i a b i l i t i e s ( a n d t h u s b r e a k t h e r e c y c l i n g n a t u r e o f p r e v i o u s d e b a t e s ) i s e x a m i n e d ( 9 . 3 ) .
T h i s i s d o n e i n a m a n n e r c o n s i s t e n t w i t h t h e s i x P r o p o s i t i o n s ( s e e 1 . 3 ) g u i d i n g t h i s
r e s e a r c h . I n i t i a l l y , i t i s a r g u e d t h a t a c o n t e x t i s r e q u i r e d , o n e w h i c h a l l o w s f o r a r a n g e
o f d a t a t o b e p r e s e n t e d ( 9 . 3 . 1 ) . N e x t , t h e t i m e f a c t o r i s i n c o r p o r a t e d i n t o t h e a r g u m e n t
( 9 . 3 . 2 ) . T h e n t h e n e e d f o r i n d e p e n d e n t , b u t l i n k e d , C F s d e a l i n g w i t h ( a t l e a s t ) s o c i a l ,
e c o n o m i c a n d f i n a n c i a l m a t t e r s
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i s a r g u e d ( 9 . 3 . 3 ) . A s u g g e s t e d h i e r a r c h y o f t e r m s
o n l i a b i l i t i e s i s p r o v i d e d t o e l i m i n a t e s o m e t e r m i n o l o g i c a l t e n s i o n s w h i c h h a v e
c h a r a c t e r i z e d t h e r e c y c l i n g n a t u r e o f s o m e d e b a t e s ( 9 . 3 . 4 ) . T h e s e c t i o n c o n c l u d e s w i t h
a c o n s i d e r a t i o n o f p o t e n t i a l r e s o l u t i o n o f t h e m e a s u r e m e n t d i l e m m a ( 9 . 3 . 5 ) , w h e r e
c o n c l u s i o n s r e g a r d i n g t h e f i n a l t w o p r o p o s i t i o n s a r e r e a c h e d . T h e s e a r g u m e n t s h a v e
8 6 4 T h e a b i l i t y o f m a n a g e m e n t t o m a n a g e a n d i m p r o v e t h e p r e s e n t a t i o n o f c o r p o r a t e e a m i n g s c o n t i n u e s
t o b e h i g h l i g h t e d i n d i s c u s s i o n s o f c o n s e q u e n c e s f r o m v a r i o u s r e c e n t s c a n d a l s , f a i l u r e s a n d
i r r e g u l a r i t i e s c o n c e r n i n g a c c o u n t i n g i n f o r m a t i o n ( T h e E c o n o m i s t , 2 0 0 5 , 2 0 0 5 a ) .
8 6 5 S e l e c t e d c u r r e n t r e s e a r c h w o r k s u g g e s t s t h a t t o s o m e t h e s e i s s u e s m a y o v e r l a p a t v a r i o u s l e v e l s . F o r
e x a m p l e , i n t h e U S A s o m e e c o n o m i s t s w r i t e o n s o c i a l r a t h e r t h a n m o n e t a r y o r f i n a n c i a l b e h a v i o u r
( L e v i t t & D u b n e r , 2 0 0 5 ) . P a p e r s a n d o t h e r i n f o r m a t i o n a r e a v a i l a b l e a t t h e w e b a d d r e s s
h t t p : / / p r i c e t h e o r v . u c h i c a g o . e d u l l e v i t t l h o m e . h t m l .
8 6 6 T h i s a r g u m e n t i s s u p p o r t e d b y a t t e m p t s t o d e a l w i t h t h e p a r t i c u l a r p r o b l e m o f l i a b i l i t i e s f a c e d u n d e r
p e n s i o n p l a n s ( b o t h s t a t e a n d p r i v a t e ) a n d t h e m o r e g e n e r a l p r o b l e m o f a g e i n g w o r k f o r c e s . S e e T h e
E c o n o m i s t ( 2 0 0 6 e , p 1 1 , e m p h a s i s a d d e d ) , ' T h e q u e s t i o n o f h o w t o d e a l w i t h t h e g r o w i n g n u m b e r o f
r e t i r e d p e o p l e h a s r e c e n t l y b e e n s e e n a s c h i e f l y a f i n a n c i a l p u z z l e : h o w t o p a y f o r t h e l e i s u r e o f t h o s e
a g e i n g l a y a b o u t s . W h e n B i s m a r c k f i r s t i n t r o d u c e d s t a t e p e n s i o n s i n t h e 1 8 8 0 s , t h e y k i c k e d i n a t t h e a g e
o f 7 0 , a b o u t 2 0 y e a r s m o r e t h a n t h e t y p i c a l l i f e s p a n . N o w a d a y s s t a t e a n d c o m p a n y p e n s i o n s c h e m e s
k i c k i n a t o r b e f o r e 6 5 , a l m o s t 2 0 y e a r s l e s s . B u t t h e i s s u e i s m o r e t h a n j u s t a f i n a n c i a l o n e : i t r a i s e s
s o c i a l a s w e l l a s e c o n o m i c q u e s t i o n s , a n d i t s r e s o l u t i o n w i l l i n v o l v e g o v e r n m e n t s , e m p l o y e r s a n d
p e o p l e . '
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c o n s e q u e n c e s f o r t h e a n n u a l r e p o r t o f a c o r p o r a t i o n w h i c h a r e t h e n c o n s i d e r e d ( 9 . 4 ) .
C h a m b e r s ' v i s i o n a n d t h e f u t u r e u s e o f h i s C o C o A a r e t h e n b r i e f l y d i s c u s s e d ( 9 . 5 ) .
F i n a l l y , a s u m m a r y a n d c o n c l u s i o n s a r e p r o v i d e d ( 9 . 6 ) .
9 . 2 T h e a n a l y s i s o f B o t o s a n e t a l ( 2 0 0 5 )
T h i s a r t i c l e ( S y n o p s i s , p 1 5 9 ) s e e k s t o ' h i g h l i g h t i n c o n s i s t e n c i e s a n d c o n t r o v e r s i e s
s u r r o u n d i n g e x i s t i n g a c c o u n t i n g s t a n d a r d s f o r l i a b i l i t i e s , a n d t o d e s c r i b e t h e r e s e a r c h
e v i d e n c e t h a t p r o v i d e s i n s i g h t s i n t o a c c o u n t i n g f o r l i a b i l i t i e s . ' I t t a k e s a s a g i v e n t h e
d e f i n i t i o n a n d c h a r a c t e r i s t i c s a s f o u n d i n t h e F A S B C F ( C h a p t e r 7 ) . 8 6 7
I s s u e s o f d e f i n i t i o n a n / o r r e c o g n i t i o n o f l i a b i l i t i e s i n p a r t i c u l a r
F r o m t h e g i v e n d e f i n i t i o n a n d c h a r a c t e r i s t i c s , t e n s i o n s a r e f o u n d i n l i n k s t o t h e n e x t
b l o c k o f t h e C F - r e c o g n i t i o n . S p e c i f i c a l l y d r a w i n g o n B o t o s a n e t a l , t h e s e i n c l u d e ,
• T h e m e a n i n g o f ' p r o b a b l e ' ,
- d o e s i t h a v e a t e c h n i c a l o r v e r n a c u l a r m e a n i n g ?
- i s i t i n t e r p r e t e d d i f f e r e n t l y a m o n g s t a k e h o l d e r g r o u p s l i k e
m a n a g e m e n t , u s e r s o r a u d i t o r s ?
- i s i t i n t e r p r e t e d d i f f e r e n t l y w i t h i n i n e a c h g r o u p ?
- h o w a r e c h a n g e s i n p r o b a b i l i t y o v e r t i m e t o b e i n c o r p o r a t e d ' Z ' "
D e p e n d i n g o n t h e m e a n i n g a d o p t e d , i n c o n s i s t e n c i e s a r i s e r e g a r d i n g a p p l i c a t i o n s t o
' o b l i g a t i o n s ' f o r
- u n v e s t e d e m p l o y e e b e n e f i t s ,
- a s s e t r e t i r e m e n t s ,
- g u a r a n t e e s ,
- c o n t r a c t s w i t h c u s t o m e r s a n d
- t r a n s f e r s o f s h a r e s a s r e q u i r e d i n f r e e s t a n d i n g ( l i k e c o n v e r t i b l e
b o n d s ) o r c o m p o u n d f i n a n c i n g a r r a n g e m e n t s ( i n c l u d i n g
d e r i v a t i v e s ) .
• T h e s p e c i f i c a t i o n o f a n o b l i g a t i n g e v e n t ,
- d o e s a n e x e c u t o r y c o n t r a c t ( l i k e a l o n g t e r m b u i l d i n g c o n t r a c t )
m e e t s e l e c t e d c r i t e r i a ?
- h o w a r e o b l i g a t i o n s f r o m m u l t i - e v e n t s t o b e i n c o r p o r a t e d ?
- w h i l e l e g a l l y e n f o r c e a b l e o b l i g a t i o n s a r e s e e n t o m e e t s e l e c t e d
c r i t e r i a , h o w a r e ' e q u i t a b l e o r c o n s t r u c t i v e ' o r o t h e r l e g a l l y
u n e n f o r c e a b l e o n e s t o b e i n c o r p o r a t e d ' F ' "
D e p e n d i n g o n t h e i n t e r p r e t a t i o n a d o p t e d , i n c o n s i s t e n c i e s a r i s e r e g a r d i n g a p p l i c a t i o n s
t o ' o b l i g a t i o n s ' f o r
- l o n g t e r m c o n t r a c t s ,
8 6 7 A s a r g u e d i n e a r l i e r c h a p t e r s a n d i n 9 . 3 , t h i s ' g i v e n ' m a y n e e d t o b e c h a l l e n g e d i f r e c y c l i n g i s t o b e
p r e v e n t e d .
8 6 8 R e s e a r c h f i n d i n g s a n d f u t u r e r e s e a r c h p o s s i b i l i t i e s a r e s u m m a r i z e d b y B o t o s a n e t a t o n p 1 6 3 a n d
p 1 6 4 r e s p e c t i v e l y .
8 6 9 R e s e a r c h f i n d i n g s a n d f u t u r e r e s e a r c h p o s s i b i l i t i e s a r e s u m m a r i z e d b y B o t o s a n e t a t o n p 1 6 5 - 1 6 6
a n d p 1 6 6 r e s p e c t i v e l y .
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- e x e c u t o r y c o n t r a c t s ,
- l e a s e c o n t r a c t s a n d
- p e n s i o n s p l a n s .
A s e a r c h f o r a c l a s s i f i c a t o r y s c h e m e
T e n s i o n s h e r e h a v e b e e n c o m p o u n d e d b y t h e i n c r e a s i n g l y p r e v a l e n t u s e o f ' s t r u c t u r e d
f i n a n c i n g ' ( P 1 6 8 ) . R e a s o n s f o r i t s u s e i n c l u d e ,
- m a r k e t s b e c o m i n g m o r e c o m p l e t e ,
- s t a k e h o l d e r s ' i n c r e a s e d a b i l i t y t o v a l u e a n d m o d e l c o m p l e x f i n a n c i a l
i n s t r u m e n t s ,
- a n i n c r e a s e i n t h e a b i l i t y a n d n e e d f o r f i r m s t o s p r e a d r i s k a n d
- m a n a g e m e n t ' s d e s i r e t o ' m a n a g e ' a f i r m ' s t a x , e a r n i n g s u s i n g G A A P ,
l e v e r a g e a n d r e g u l a t o r y c a p i t a l ( i n t h e c a s e o f s e l e c t e d f i n a n c i a l
i n s t i t u t i o n s ) .
Q u e s t i o n s a r o s e i n a n u m b e r o f a s p e c t s , i n c l u d i n g ,
- i s ' e q u i t y ' t o b e n a r r o w l y d e f i n e d ( a s t h e m o s t r e s i d u a l c l a i m s ) a n d a l l
o t h e r c l a i m s a r e ' l i a b i l i t i e s ' ?
- i s ' e q u i t y ' t o b e b r o a d l y d e f i n e d t o i n c l u d e a n y c l a i m t o b e s e t t l e d i n
s h a r e s ?
- h o w i s t h e o w n e r s h i p r e l a t i o n s h i p c r i t e r i o n t o b e i n t e r p r e t e d ?
- h o w i s t h e s e t t l e m e n t o b l i g a t i o n c r i t e r i o n t o b e i n t e r p r e t e d ?
D e p e n d i n g o n t h e a n s w e r s , i n c o n s i s t e n c i e s a r i s e r e g a r d i n g a p p l i c a t i o n s i n w h i c h i t e m s
a r e c l a s s i f i e d i n t o e q u i t y 8 7 0 o r l i a b i l i t y , w i t h r e l a t e d i m p l i c a t i o n s f o r i n d i c a t o r s
d e v e l o p e d f r o m t h e p o s i t i o n s t a t e m e n t a n d t h e p e r f o r m a n c e s t a t e m e n t . I t i s s u g g e s t e d
t h a t ' t r a d e - o f f s ' a r e i n e v i t a b l e ' ( p 1 6 9 ) r e g a r d i n g t h e i n f o r m a t i o n s o u g h t a m o n g
d i s t i n c t u s e r g r o u p s a n d w i t h i n u s e r g r o u p s . T h e i d e n t i f i c a t i o n o f g r o u p s a n d s u b -
g r o u p s i s s e e n a s a p r i o r i t y i n o r d e r t o d e v e l o p a c l a s s i f i c a t o r y s c h e m e .
87 1
I s s u e s o f d e - r e c o g n i t i o n o f l i a b i l i t i e s
T e n s i o n s w h i c h a r i s e h e r e a r e c l o s e l y l i n k e d t o t h o s e m e t i n p r e v i o u s s u b - s e c t i o n s o n
d e f i n i t i o n / r e c o g n i t i o n a n d c l a s s i f i c a t i o n . Q u e s t i o n s r a i s e d ( p i n , p 1 7 5 - 1 7 6 ) i n c l u d e ,
- d o e s a l e g a l a p p r o a c h l e a d t o c o n s i s t e n c y i n a p p l i c a t i o n ?
- d o e s a b r o a d e r p e r s p e c t i v e b a s e d o n r i s k a n a l y s i s o v e r c o m e
i n c o n s i s t e n c i e s i n a p p l i c a t i o n ?
- d o f i n a n c i a l l i a b i l i t i e s a n d p e r f o r m a n c e o b l i g a t i o n s r e q u i r e d i s t i n c t
d e - r e c o g n i t i o n c r i t e r i a ?
- i s a c h a n g e i n p r o b a b i l i t y a n i s s u e o f d e - r e c o g n i t i o n o r o f m e a s u r e m e n t ?
N o t e h o w v a r i o u s t e n s i o n s a r e l i n k e d t o ( a n d a r g u a b l y c o m p o u n d q u e s t i o n s a b o u t )
d e f i n i t i o n . T h e r e , o n c e ' c o n s t r u c t i v e a n d e q u i t a b l e o b l i g a t i o n s ' w e r e i n c o r p o r a t e d ,
p r o b l e m s a r o s e o n h o w t o d e - r e c o g n i s e t h e m , e s p e c i a l l y i n a p p l i c a t i o n s t o ' l i a b i l i t i e s '
l i k e g u a r a n t e e s o r p e n s i o n p l a n s e t t l e m e n t s ( p I 7 4 ) . A s r e g a r d s c l a s s i f i c a t i o n , i f a
8 7 0 R e c a l l i s s u e s h e r e h a v e b e e n c o n s i d e r e d d e c a d e s e a r l i e r ( M c C o y , 1 9 4 8 ; M e 1 c h e r , 1 9 7 3 ) .
8 7 1 R e s e a r c h f i n d i n g s a n d f u t u r e r e s e a r c h p o s s i b i l i t i e s a r e s u m m a r i z e d b y B o t o s a n e t a l o n p 1 6 9 - 1 7 1
a n d p 1 7 1 r e s p e c t i v e l y .
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b r o a d d e f i n i t i o n o f e q u i t y i s a d o p t e d , t h e i n - s u b s t a n c e d e f e a s a n c e o f d e b t m a y l e a d t o
d e - r e c o g n i t i o n o f t h a t l i a b i l i t y .
A r e l a t e d i s s u e o n d e - r e c o g n i t i o n o f l i a b i l i t i e s ( p I 7 3 ) c o n c e r n e d w h e t h e r a l e g a l
c o n t e x t o r o n e i n w h i c h a n e c o n o m i c u n i t ( o r e n t i t y ) o f a c c o u n t h e l d s w a y . S i m i l a r
i s s u e s w e r e d e b a t e d i n t h e 1 9 2 0 s r e g a r d i n g t h e r e p o r t i n g o f c o n s o l i d a t e d g r o u p s '
f i n a n c i a l i n f o r m a t i o n ( s e e 4 . 2 . 1 ) . A s r e g a r d s l i a b i l i t y d e - r e c o g n i t i o n , t h e a r t i c l e s i m p l y
c o n c l u d e d t h a t t h e l e g a l a p p r o a c h m a y b e t o o l i m i t i n g i n s e l e c t e d a r e a s , i m p l i c i t l y
s u g g e s t i n g a n e c o n o m i c a p p r o a c h .
B o t o s a n e t a l a r g u e ( p 1 7 5 ) t h a t a l i a b i l i t y w i t h a p r o b a b i l i t y o f a c l a i m r e d u c e d t o z e r o
m a y b e m e a s u r e d a t z e r o . H o w e v e r , i t m a y n o t b e t e c h n i c a l l y d e - r e c o g n i z e d . N o
g u i d a n c e i s s u g g e s t e d a s t o a p p l i c a t i o n i s s u e s .
8 7 2
I s s u e s o f s e p a r a b i l i t y a n d m e a s u r e m e n t
D i s c u s s i o n h e r e d e a l s w i t h v a l u a t i o n t e n s i o n s r e g a r d i n g ' i n s e p a r a b l e c o m p o u n d
f i n a n c i n g i n s t r u m e n t s ' ( p I 7 7 ) . I t i s a r g u e d t h a t s i m p l e f i n a n c i a l i n s t r u m e n t s m a y b e
t y p e d a s ,
- e x p l i c i t b y c o n t r a c t u a l a g r e e m e n t o r
- i m p l i c i t b y i n f o r m a l a g r e e m e n t ,
i n t e n t , o r
b u s i n e s s p u r p o s e .
A n a t t e m p t i s t h e n m a d e t o b r e a k d o w n i n s e p a r a b l e c o m p o u n d o n e s i n t o c o m p o n e n t s
w h i c h c o r r e s p o n d w i t h s i m p l e f i n a n c i a l i n s t r u m e n t s . O n c e d o n e , j o i n t v a l u e s a r e
a l l o c a t e d , a p r o c e s s w h i c h , i t i s a g r e e d , ' i s i n h e r e n t l y a r b i t r a r y ' ( p 1 7 8 ) . Q u e s t i o n s
w h i c h a r i s e i n c l u d e ,
- i s t h e d e c o m p o s i n g o f c o m p o u n d i n s t r u m e n t s i n t o s i m p l e
t y p e c o m p o n e n t s c o n c e p t u a l l y s o u n d ?
- i s a p r e f e r a b l e s o l u t i o n t h e s e p a r a t i o n o f c o m p o u n d i n s t r u m e n t s
i n t o a n e q u i t y a n d a l i a b i l i t y c o m p o n e n t c o n s i s t e n t w i t h t h e
e a r l i e r m e n t i o n e d c l a s s i f i c a t o r y s c h e m e ?
- i s a s i m p l e m o d e l w i t h a s s u m p t i o n a b o u t d e b t a n d e q u i t y
c o m p o n e n t s s u f f i c i e n t t o a l l o c a t e j o i n t v a l u e s ?
- i s a m o r e c o m p l e x m o d e l w h i c h u s e s a s s e s s e d p r o b a b i l i t i e s
a p r e f e r r e d o p t i o n ?
- w h a t i s t o b e d i s c l o s e d o f a s s u m p t i o n s u n d e r l y i n g t h e a l l o c a t i o n
m o d e l ?
T e n s i o n s r e m a i n f o r l i a b i l i t i e s a t t h e d e f i n i t i o n a n d m e a s u r e m e n t l e v e l s , 8 7 3 w h i c h m a y
n e e d t o b e p l a c e d w i t h i n a w i d e r c o n t e x t .
8 7 2 R e s e a r c h f i n d i n g s a n d f u t u r e r e s e a r c h p o s s i b i l i t i e s a r e s u m m a r i z e d b y B o t o s a n e t a l o n p 1 7 6 - 1 7 7
a n d p 1 7 7 r e s p e c t i v e l y .
8 7 3 R e s e a r c h f i n d i n g s a n d f u t u r e r e s e a r c h p o s s i b i l i t i e s a r e s u m m a r i z e d b y B o t o s a n e t a l o n p 1 8 1 - 1 8 2
a n d p 1 8 2 r e s p e c t i v e l y .
2 9 7
Q u e s t i o n s l i k e t h e a b o v e a n d a n a l y s i s m e t i n e a r l i e r C h a p t e r s s u g g e s t a d e g r e e o f
r e c y c l i n g o f i s s u e s m e t i n e a r l i e r c h a p t e r s a n d t h a t d i s t i n c t l e v e l s o f a b s t r a c t i o n t e n d t o
b e b l u r r e d . T o b r e a k t h i s c y c l e , a s e r i e s o f r e c o m m e n d a t i o n s a r e n o w m a d e :
• a c o n t e m p o r a r y s t a t e m e n t o f f i n a n c i a l p o s i t i o n i s t o b e p r o d u c e d ,
• t e n s i o n s f r o m a m i x i n g o f i d e a s a n d c o n c e p t s o f a n i n t e r d i s c i p l i n a r y t y p e a r e
t o b e a l l o w e d f o r ,
• a n i n t e r r e l a t e d h i e r a r c h y i s r e q u i r e d i n t h e d e f i n i t i o n o f t e r m s ,
• a c c e p t a n c e i s r e q u i r e d t h a t v a l u e s a r e d i s t i n c t f r o m p r i c e s ,
• d i l e m m a s , m e t i n m e a s u r e m e n t , r e l a t e d t o t h e t i m e f a c t o r , m a r k e t s a n d m o d e l s
a r e t o b e c o n s i d e r e d , a n d
• c o n s i d e r a t i o n i s t o b e g i v e n t o C h a m b e r s ' ' t o t a l s c e n e ' .
T h e s e p o i n t s a r e c o n s i s t e n t w i t h t h e A r g u m e n t s n o t e d a t t h e e n d o f e a c h C h a p t e r a n d
a r e n o w d i s c u s s e d a l o n g t h e l i n e s o f t h e P r o p o s i t i o n s m e t i n C h a p t e r 1 .
9 . 3 T h e r e s e a r c h p r o p o s i t i o n s a n d r e q u i r e m e n t s f o r r e s o l v i n g i s s u e s f o r
r e p o r t i n g o f l i a b i l i t i e s
E a c h o f t h e f o l l o w i n g i t e m s m a y b e , a n d h a s b e e n , d e b a t e d i n i t s o w n r i g h t . H o w e v e r ,
c o n c l u s i o n s r e a c h e d w i l l h a v e i m p l i c a t i o n s f o r o t h e r t e n s i o n s . I t i s i m p o r t a n t , a s n o t e d
i n t h e a n a l y s i s o f C F p r o j e c t s ( C h a p t e r 7 ) , t o k e e p d e b a t e s a t t h e s t a t e d l e v e l o f
a b s t r a c t i o n .
9 . 3 . 1 P r o p o s i t i o n 1 a n d l i a b i l i t i e s u n d e r c o n v e n t i o n a l a c c o u n t i n g
U n e x p e c t e d , l a r g e c o r p o r a t e c o l l a p s e s t " c o n t i n u e , a l o n g w i t h d e b a t e o n t h e q u a l i t y o f
a c c o u n t i n g d a t a
8 7 5
a n d r e l a t e d a c c o u n t i n g s t a n d a r d s .
8 7 6
T h e s e m i - p r o f e s s i o n a l
l i t e r a t u r e ( T h e E c o n o m i s t , 2 0 0 S ) h a s r a i s e d q u e s t i o n s o f h o w t o r e p o r t s e l e c t e d
l i a b i l i t i e s . O f m a j o r c o n c e r n a r e ,
• d e r i v a t i v e s l i k e o p t i o n s a n d s w a p s ,
• h e a l t h c a r e l i a b i l i t i e s f o r r e t i r e d e m p l o y e e s , a n d
• e m p l o y e e s t o c k o p t i o n s a s a c o m p o n e n t o f s a l a r i e s .
I n s o f a r a s d e r i v a t i v e s a r e s e c o n d a r y f i n a n c i a l i n s t r u m e n t s t h e v a l u e o f w h i c h i s
d e r i v e d f r o m a n u n d e r l y i n g p r i m a r y i n s t r u m e n t , a c c o u n t i n g f o r t h e m h a s c e r t a i n l y
c a u s e d v a r i o u s t e n s i o n s . C o n v e n t i o n a l a c c o u n t i n g ( w i t h i t s h i s t o r i c a l c o s t b e n t ) w a s
u n a b l e t o r e p o r t t h e m e x c e p t a s a n o t e t o t h e a c c o u n t s .
8 7 7
H e a l t h c a r e a c c o u n t i n g ,
i n c l u d i n g f o r l i a b i l i t i e s , r e m a i n s t o p i c a l ( A r n a b o l d i & L a p s l e y , 2 0 0 4 ; T h e E c o n o m i s t ,
2 0 0 6 b ; 2 0 0 6 e ) , a s d o p e n s i o n , s u p e r a n n u a t i o n f u n d a c c o u n t i n g a n d r e l a t e d l i a b i l i t i e s
( G a l l e r y & G a l l e r y , 2 0 0 4 ; P a r k e r , 2 0 0 6 ; M o n c r i e f , 2 0 0 6 ) . F i n a l l y , t h e r e p o r t i n g o f t h e
' c o s t ' o f e m p l o y e e c o m p e n s a t i o n ( e s p e c i a l l y o f t o p m a n a g e m e n t ) i s u n d e r r e v i e w b y
8 7 4 T h e E c o n o m i s t ( 2 0 0 5 a , p 5 9 ) , ' A s t u d y b y G l a s s L e w i s , a r e s e a r c h o u t f i t , f o u n d t h a t i n v e s t o r s l o s t
w e l l o v e r $ 9 0 0 b i l l i o n i n 3 0 b i g s e a m s b e t w e e n 1 9 9 7 a n d 2 0 0 4 . '
8 7 5 C l a r k e e t a l ( 2 0 0 3 , p 3 0 7 ) , ' A c c o u n t i n g d a t a o u g h t t o s a t i s f y t h e s a m e g e n e r a l s e r v i c e a b i l i t y c r i t e r i o n
o f q u a l i t y t h a t a p p l i e s e l s e w h e r e i n t h e c o n s u m e r s o c i e t y - t h a t t h e y m u s t b e f i t f o r t h e u s e s o r d i n a r i l y ,
k n o w i n g l y a n d p r e d i c t a b l y m a d e o f t h e m . '
8 7 6 C l a r k e e t a l ( 2 0 0 3 , p 3 0 7 ) , ' T h a t e n t a i l s a b a n d o n i n g t h o s e A c c o u n t i n g S t a n d a r d s n o t d i r e c t e d t o
m a r k i n g - t o - m a r k e t t h e f u n g i b l e a s s e t s , a n d s t a t i n g o t h e r a s s e t s a n d l i a b i l i t i e s a t t h e i r f a c e a m o u n t s .
8 7 7 A n a l y s i s o f t h e L o y Y a n g c a s e m e t i n 8 . 4 . 3 i l l u s t r a t e s t e n s i o n s w h i c h a r i s e .
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s t a n d a r d - s e t t e r s , a m o n g o t h e r s ( W a i t e r s , 2 0 0 3 ; W a t e r s , 2 0 0 6 ; T h e L e x C o l u m n , 2 0 0 6 ) .
U n d e r c o n v e n t i o n a l a c c o u n t i n g ( o r S t e r l i n g ' s C o n v e n t i o n a l l y - a l l o c a t e d - p a s t -
p u r c h a s e - p r i c e s , r e c a l l 8 . 4 . 3 ) , a s e r i e s o f f l e x i b l e , o f t e n s u b j e c t i v e , g u i d e l i n e s r e m a i n ,
m a k i n g i t p o s s i b l e t o c o n t i n u e t o ' m a n a g e ' t h e r e p o r t i n g o f e a r n i n g s . D o u b t r e m a i n s
o n w h e t h e r r e s u l t i n g f i n a n c i a l s t a t e m e n t s a c t a s a n e f f e c t i v e C O c o n t r o l o r p r o v i d e
i n f o r m a t i o n u s e f u l f o r d e c i s i o n - m a k i n g .
9 . 3 . 2 P r o p o s i t i o n 2 a n d t h e b a l a n c e s h e e t v e r s u s f i n a n c i a l p o s i t i o n s t a t e m e n t
T h e n o t i o n o f f i n a n c i a l c o n d i t i o n / p o s i t i o n w a s a r g u e d t o b e m o s t i m p o r t a n t i n
q u e s t i o n s o f C O , b u t i t p r o v i d e d t e n s i o n s w h i c h , a s d e m o n s t r a t e d , w e r e , a r g u a b l y , i n
p r i n c i p l e i r r e s o l v a b l e . A s s h o w n i n C h a p t e r 4 , t h e T e r m i n o l o g y D e p a r t m e n t ( 1 9 2 9 ,
p 5 2 ) h i n t e d a s t a t e m e n t o f f i n a n c i a l p o s i t i o n w a s p o s s i b l e . i " H o w e v e r , w h e t h e r a
b a l a n c e s h e e t p r o v i d e d a f i n a n c i a l s t a t e m e n t r e m a i n e d a r g u a b l e . O t h e r s w o u l d s u g g e s t
a t i t l e l i k e ' S t a t e m e n t o f I n v e s t m e n t ' ( S t a n s , 1 9 4 8 a ) . 8 7 9
T h e o f f i c i a l p r a c t i t i o n e r a p p r o a c h b y t h e A T B N o I ( 1 9 5 3 ) 8 8 0 c o n t i n u e d t o s u p p o r t t h e
M a y L e g a c y , a r g u i n g a b a l a n c e s h e e t w a s s i m p l y a l i s t o f h i s t o r i c a l b a l a n c e s o f
a c c o u n t s - a t e c h n i c a l a c c o u n t i n g m e a n i n g . t ' " H o w e v e r , t e n s i o n s a r o s e w i t h t h a t
8 7 8 T e r m i n o l o g y D e p a r t m e n t , ( 1 9 2 9 , p 5 2 ) , ' S t a t e m e n t o f F i n a n c i a l C o n d i t i o n : I n a c c o u n t i n g t h i s i s a
s t a t e m e n t o f a s s e t s a n d l i a b i l i t i e s , i n w h i c h s p e c i a l a t t e n t i o n i s g i v e n t o t h e r e l a t i o n o f c u r r e n t a s s e t s t o
c u r r e n t l i a b i l i t i e s . ' I t s h o u l d b e r e c a l l e d t h a t r e f e r e n c e t o p o s i t i o n / c o n d i t i o n h a d l o n g b e e n a f e a t u r e o f
l e g a l j u d g m e n t s r e l a t e d t o c o r p o r a t i o n s . F o r i n s t a n c e , s e e G o w e r ( 1 9 5 7 , p I 0 9 - 1 1 3 ) r e g a r d i n g p a y m e n t s
o f d i v i d e n d s .
8 7 9 S t a n s ( 1 9 4 8 a , p 1 0 5 ) w r o t e o f t h e t e r m i n o l o g i c a l p r o b l e m s m e t a t v a r i o u s l e v e l s : ' T h e s u b j e c t o f
t e r m i n o l o g y l i k e w i s e d e s e r v e s p r o m p t a t t e n t i o n , c o u r a g e o u s a c t i o n , a n d s o u n d c o n c l u s i o n s h a v i n g t h e
f o r c e o f r u l e s . M u c h o f t h e j a r g o n o f a c c o u n t i n g i s n o t w h o l l y d e f e n s i b l e u n d e r t h e a t t a c k s o f t h o s e w h o
c h a r a c t e r i z e i t i s " t e c h n i c a l g i b b e r i s h " i n a f i e l d i n w h i c h l a y m e n ' s l a n g u a g e c o u l d m e e t e v e r y
s i t u a t i o n . E f f o r t s o f c o r p o r a t i o n s s u c h a s C a t e r p i l l a r T r a c t o r C o m p a n y t o f i n d n o n t e c h n i c a l e x p r e s s i o n
p r o v e t h a t f i n a n c i a l s t a t e m e n t s c a n b e m a d e u n d e r s t a n d a b l e . . . . A t t a c k s h a v e b e e n m a d e b y m a n y
a c c o u n t a n t s o n s u c h t e r m s a s " b a l a n c e - s h e e t , " a n d " r e s e r v e , " a n d " s u r p l u s " f o r m a n y y e a r s b u t t h e i r
b a c k g r o u n d i s s o i n v e s t e d w i t h t r a d i t i o n t h a t i t s e e m s i m p o s s i b l e t o b r i n g a b o u t c h a n g e s . T h e f a c t i s ,
h o w e v e r , t h a t t h e p r o b l e m o f e d u c a t i n g t h e p u b l i c t o t h e m e a n i n g a n d t r u t h o f p u b l i s h e d a c c o u n t i n g
s t a t e m e n t s w o u l d b e g r e a t l y s i m p l i f i e d i f m o r e m e a n i n g f u l t e r m s w e r e u s e d . A b a l a n c e - s h e e t c o u l d
b e c o m e a " s t a t e m e n t o f i n v e s t m e n t " a n d s u r p l u s c o u l d b e c o m e " p r o f i t s e m p l o y e d i n t h e b u s i n e s s " w i t h
c o m p l e t e a n d i m m e d i a t e u n d e r s t a n d i n g o n t h e p a r t o f t h e u n i n i t i a t e d r e a d e r . '
8 8 0 A T B N o I ( 1 9 5 3 ) , ' 2 1 . I n t h i s v i e w a b a l a n c e s h e e t m a y b e d e f i n e d a s : A t a b u l a r s t a t e m e n t o r
s u m m a r y o f b a l a n c e s ( d e b i t a n d c r e d i t ) c a r r i e d f o r w a r d a f t e r a n a c t u a l o r c o n s t r u c t i v e c l o s i n g o f b o o k s
o f a c c o u n t k e p t a c c o r d i n g t o p r i n c i p l e s o f a c c o u n t i n g . . . '
8 8 1 A T B N o I ( 1 9 5 3 ) , ' 2 0 . T h e t e r m s b a l a n c e s h e e t , a s s e t s , a n d l i a b i l i t i e s a r e s o c l o s e l y r e l a t e d t h a t t h e
t h r e e c a n b e s t b e c o n s i d e r e d t o g e t h e r . I n d e e d , t h e p r o c e d u r e i s o f t e n a d o p t e d o f f i r s t d e f i n i n g a b a l a n c e
s h e e t a s a s t a t e m e n t o f a s s e t s a n d l i a b i l i t i e s ( o r o f a s s e t s , l i a b i l i t i e s , a n d c a p i t a l ) a n d t h e n u n d e r t a k i n g
t h e d e f i n i t i o n o f a s s e t s a n d l i a b i l i t i e s . T h i s p r o c e d u r e , h o w e v e r , o v e r l o o k s t h e f a c t t h a t a b a l a n c e s h e e t
i s h i s t o r i c a l l y a s u m m a r y o f b a l a n c e s p r e p a r e d f r o m b o o k s o f a c c o u n t k e p t b y d o u b l e - e n t r y m e t h o d s ,
w h i l e a s t a t e m e n t o f a s s e t s a n d l i a b i l i t i e s m a y b e p r e p a r e d f o r a n o r g a n i z a t i o n f o r w h i c h n o s u c h b o o k s
a r e k e p t ; m o r e o v e r s u c h a s u m m a r y m a y f a l l s h o r t o f b e i n g a n a d e q u a t e s t a t e m e n t o f a s s e t s a n d
l i a b i l i t i e s . S i n c e b a l a n c e s h e e t i s a d i s t i n c t l y t e c h n i c a l a c c o u n t i n g t e r m w h i l e a s s e t s a n d l i a b i l i t i e s a r e
l e s s s o , t h e c o m m i t t e e f e e l s t h a t b a l a n c e s h e e t s h o u l d b e d e f i n e d w i t h r e f e r e n c e t o t h e o r i g i n ( t h a t i s , t h e
o r i g i n i n t h e a c c o u n t s ) o f i t s c o n s t i t u e n t p a r t s , a n d t h a t t h e r e l a t i o n o f a s s e t s a n d l i a b i l i t i e s t o t h e c o n c e p t
o f t h e b a l a n c e s h e e t s h o u l d b e c o n s i d e r e d s u b s e q u e n t l y . '
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a p p r o a c h e v e n w i t h i n t h e p r a c t i t i o n e r w i n g ( A T B N o I , 1 9 5 3 ) . 8 8 2 O v e r a d e c a d e l a t e r
A P B ( 1 9 7 0 ) w o u l d s u g g e s t a b a l a n c e s h e e t , w h e n a c c o m f a n i e d b y n o t e s t o t h e
a c c o u n t s , w o u l d p r e s e n t t h e f i n a n c i a l p o s i t i o n o f t h e e n t i t y . 8 8
A s m e t e a r l i e r i n d i s c u s s i o n o f t h e C F p r o j e c t s ( C h a p t e r 7 ) , d e f i n i t i o n s o f f i n a n c i a l
p o s i t i o n j u x t a p o s e d t h e t e r m s f i n a n c i a l a n d e c o n o m i c ( A A R F , 1 9 9 2 ) . ' 8 4 T e n s i o n s
c o n t i n u e a n d d e b a t e r e m a i n s u n r e s o l v e d .
9 . 3 . 3 P r o p o s i t i o n 3 a n d i n t e r d i s c i p l i n a r y t e n s i o n s
T h i s p r o v i d e s a c o n t e x t f o r t h e r e s o l u t i o n o f s e l e c t e d t e n s i o n s . T h e d e c i s i o n - u s e f u l
i d e a f o r i n f o r m a t i o n i s n o w w e l l e s t a b l i s h e d , b u t e l e m e n t s t h e r e n e e d t o b e s t r i c t l y
c o n s t r a i n e d . I n C h a m b e r s ' C o C o A , h e u s e s t h e i d e a o f c h o i c e , w h e r e , a s a r g u e d i n
6 . 4 . 2 , d i s t i n c t l e v e l s a r e e n v i s a g e d :
• e c o n o m i c b e h a v i o u r t ' " ,
• e v a l u a t i o n , a n d
• a c c o u n t i n g .
H e r e , a c c o u n t i n g w a s a t t h e f i n a n c i a l l e v e l a s d e m o n s t r a t e d i n C o C o A . O t h e r s
s u g g e s t a d i f f e r e n t i n t e r p r e t a t l o n . t " e x t e n d i n g i s s u e s t o a t l e a s t t h e e c o n o m i c l e v e l .
8 8 2 A T B N o I ( 1 9 5 3 ) , ' 1 9 . S i n c e t h e c o m m i t t e e ' s m i d - y e a r r e p o r t i n 1 9 4 1 , a n d c o n s i s t e n t l y w i t h w h a t
w a s s a i d i n t h a t r e p o r t , t h e r e h a s b e e n m a r k e d p r o g r e s s t o w a r d g r e a t e r l o g i c a n d u s e f u l n e s s i n w h a t
n e v e r t h e l e s s s t i l l a r e r e f e r r e d t o a s b a l a n c e - s h e e t p r e s e n t a t i o n s . I t m a y b e t h a t a t s o m e f u t u r e d a t e t h e
t e r m b a l a n c e s h e e t w i l l c e a s e t o b e u s e d t o d e s i g n a t e a p r e s e n t a t i o n o f f i n a n c i a l p o s i t i o n a n d w i l l
i n s t e a d b e d e e m e d t o r e f e r ( a s t h e t e r m t r i a l b a l a n c e a l r e a d y r e f e r s ) t o a m e r e s t e p , o r p o i n t o f
a r r i v a l - a n d d e p a r t u r e , i n p r e p a r i n g s u c h a p r e s e n t a t i o n . T h i s p o s s i b i l i t y t h e c o m m i t t e e l e a v e s f o r f u t u r e
e x p l o r a t i o n . '
8 8 3 A P B ( 1 9 7 0 , F o o t n o t e r e f e r e n c e s o m i t t e d ) . ' 1 3 3 . T h e f i n a n c i a l p o s r t i o n o f a n e n t e r p r i s e a t a
p a r t i c u l a r t i m e c o m p r i s e s i t s a s s e t s , l i a b i l i t i e s , a n d o w n e r s ' e q u i t y a n d t h e r e l a t i o n s h i p a m o n g t h e m ,
p l u s t h o s e c o n t i n g e n c i e s , c o m m i t m e n t s , a n d o t h e r f i n a n c i a l m a t t e r s t h a t p e r t a i n t o t h e e n t e r p r i s e a t t h a t
t i m e a n d a r e r e q u i r e d t o b e d i s c l o s e d u n d e r g e n e r a l l y a c c e p t e d a c c o u n t i n g p r i n c i p l e s . T h e f i n a n c i a l
p o s i t i o n o f a n e n t e r p r i s e i s p r e s e n t e d i n t h e b a l a n c e s h e e t a n d i n n o t e s t o t h e f i n a n c i a l s t a t e m e n t s . '
8 8 4 D e f i n i t i o n s f o u n d i n S A C 4 i n c l u d e , ' 1 3 S t a t e m e n t o f A c c o u n t i n g C o n c e p t s S A C 2 " O b j e c t i v e o f
G e n e r a l P u r p o s e F i n a n c i a l R e p o r t i n g " d e f i n e s f i n a n c i a l p o s i t i o n a s t h e e c o n o m i c c o n d i t i o n o f a
r e p o r t i n g e n t i t y , h a v i n g r e g a r d t o i t s c o n t r o l o v e r r e s o u r c e s , f i n a n c i a l s t r u c t u r e , c a p a c i t y f o r a d a p t a t i o n
a n d s o l v e n c y . T h e p r i m a r y f i n a n c i a l m e a s u r e s o f a n e n t i t y ' s e c o n o m i c c o n d i t i o n a r e r e p o r t e d i n t h e
s t a t e m e n t o f f i n a n c i a l p o s i t i o n , t h e e l e m e n t s o f w h i c h a r e a s s e t s , l i a b i l i t i e s a n d e q u i t y . '
a s s R e s e a r c h c o n t i n u e s a t t h e s o c i a l a n d e c o n o m i c l e v e l s ( K a h n e m a n & S m i t h , 2 0 0 2 ; C o w e n , 2 0 0 6 ) .
C h a m b e r s ' a r g u m e n t w o u l d s e e i n t e r a c t i o n s a t t h o s e h i g h e r l e v e l s r a t h e r t h a n a t h i s t i g h t l y r e a s o n e d
f i n a n c i a l l e v e l .
8 8 6 M c C r o s s a n ( 2 0 0 5 , p I I ) , ' N o t e t h a t , i f b e h a v i o u r a l e c o n o m i c s w e r e b u i l t i n t o t h e c o n c e p t u a l
f r a m e w o r k , t h e r e w o u l d b e a c a s e f o r r e c o g n i z i n g t h e v a l u e a d d e d i n t h e f i n a n c i a l r e p o r t s . J u s t h o w t h a t
r e c o g n i t i o n s h o u l d t a k e p l a c e i s a m a t t e r f o r f u r t h e r d i s c u s s i o n . ' B a r t h ( 2 0 0 5 , p I S ) , ' O n e c o u l d
e n v i s i o n w h a t a r e p r e s e n t l y c o n s i d e r e d a s b u s i n e s s r i s k s t o b e r e c o g n i z e d a s l i a b i l i t i e s . O n e a l s o c o u l d
e n v i s i o n e x p e c t e d f u t u r e s a l e s t o b e r e c o g n i z e d a s a s s e t s . T h i s i s a m o d e l f o r f i n a n c i a l r e p o r t i n g v e r y
d i f f e r e n t f r o m t h e o n e w e h a v e t o d a y . '
3 0 0
A s a n a l y s e d i n 6 . 3 , s o m e p s e u d o - c r i t i c i s m s w e r e r e b u t t e d b y C h a m b e r s . V " O t h e r s m e t
i n 8 . 4 . 2 o n m e a s u r e m e n t a n d i n 8 . 5 o n l i a b i l i t i e s w o u l d s e e t h e r e a f f i r m a t i o n o f h i s
m a i n p r e m i s e s .
m
H e d i d c e d e a m i s t a k e w i t h ' r e a l i z a t i o n ' , 8 8 9 d u e , i n p a r t , t o
' i n a d v e r t e n t a d h e r e n c e t o a n o l d v e r b a l h a b i t . ' H e a l s o c e d e d v a r i o u s p o i n t s r e g a r d i n g
d e t a i l s o f a p p l i c a t i o n . i ' " H o w e v e r , h i s a r g u m e n t w a s m a i n t a i n e d t h a t a c c o u n t i n g w a s
o f a c o n t e m p o r a r y , f i n a n c i a l t y p e w h i c h p l a y e d a d i s t i n c t f u n c t i o n i n e c o n o m i c a n d
s o c i a l a c t i o n s . H i s u s e o f t h e t e r m ' f u n c t i o n ' w a s d e l i b e r a t e - ' o b j e c t i v e s ' r e s i d e d i n
i s s u e r s a n d u s e r s o f f i n a n c i a l s t a t e m e n t s ( C h a m b e r s , 1 9 7 6 a , p 8 3 ; C h a m b e r s & C l a r k e ,
1 9 8 6 ) .
I n t h i s t h e s i s , i t i s a r g u e d t h a t c h o i c e r e q u i r e s g r o u p i n g s o f d a t a f o r a t l e a s t
• s o c i a l
• e c o n o m i c , a n d
• f i n a n c i a l ( i n p l a c e o f c o n v e n t i o n a l a c c o u n t i n g , p a r t s o f w h i c h m a y a p p e a r i n a
d i s t i n c t r e p o r t ) .
I t m u s t b e u n d e r s t o o d t h a t t h i s g r o u p i n g d i f f e r s i n p r i n c i p l e f r o m t h e s u g g e s t e d m u l t i -
c o l u m n f i n a n c i a l s t a t e m e n t s ( G y n t h e r , 1 9 7 1 , 1 9 7 2 ; C h a m b e r s , 1 9 7 2 , I 9 7 2 a ; S t a m p ,
1 9 7 2 ) a n d i t s i n f o r m a t i o n o v e r l o a d e m p h a s i s , s o r e l e v a n t t o d a y w i t h I F R S b e i n g
a p p l i e d t o a l l e n t i t i e s i n s e l e c t e d c o u n t r i e s . " ! I n s t e a d , i m p o r t a n c e o f t h i s groupin~
a r i s e s a s f a c t o r s f r o m e a c h g r o u p i n g m a y w e i g h m o r e h e a v i l y i n a p a r t i c u l a r c h o i c e . "
8 8 7 C h a m b e r s ( 1 9 6 9 a , p I 4 5 ) , ' B u t t h e r e j e c t i o n [ b y L e f t w i c h ] ( p . 2 4 5 ) o f m y c o n c l u s i o n o n t h e u t i l i t y o f
t h e k i n d o f a c c o u n t i n g I p r o p o s e d g o e s b e y o n d h i s s t a t e d b r i e f , a n d t h u s e x p o s e s h i m t o t h e c h a r g e t h a t
h e d i d n o t t a k e t h e w h o l e o f t h e a r g u m e n t i n t o a c c o u n t . '
8 8 8 C h a m b e r s ( I 9 7 0 a , p 4 1 - 4 2 ) , ' B u t f i r s t m a y I s a y t h a t m y s e c o n d t h o u g h t s o n c o n t i n u o u s l y
c o n t e m p o r a r y a c c o u n t i n g h a v e o n l y s e r v e d t o c o n f i r m m y b e l i e f i n t h e v a l i d i t y o f t h e m a i n i d e a s .
C r i t i c s h a v e a t t a c k e d m y e x p o s i t i o n . . . . B u t n o n e o f t h e c r i t i c s h a s a t t a c k e d t h e m a i n f e a t u r e s o f t h e
a r g u m e n t . T h e s e a r e ( a ) t h a t i n f o r m e d c h o i c e o f f u t u r e a c t i o n s a n d i n f o r m e d a p p r a i s a l s o f p a s t a c t i o n s
d e p e n d o n p r e s e n t k n o w l e d g e o f a p r e s e n t s t a t e ; ( b ) t h a t i n r e s p e c t o f f i n a n c i a l i n f o r m a t i o n t h e r e i s n o
b u s i n e s s f u n c t i o n o t h e r t h a n a c c o u n t i n g w h i c h a c c u m u l a t e s s u c h k n o w l e d g e ; a n d ( c ) t h a t s u c h
k n o w l e d g e i s o n l y p a r t o f t h e p r e m i s e s o f c h o i c e o r j u d g e m e n t , t h e o t h e r p a r t s b e i n g p r e s e n t l y a v a i l a b l e
e x t e r n a l i n f o r m a t i o n a n d t h e ( s u b j e c t i v e ) e x p e c t a t i o n s o f m a n a g e r s , i n v e s t o r s a n d o t h e r s w h o e x e r c i s e
c h o i c e a n d j u d g e m e n t . I f t h e s e p o i n t s r e m a i n u n c h a l l e n g e d , a n d a s t h e y a r e t h e m a i n g r o u n d s f o r t h e
d e t a i l s o f t h e w h o l e s y s t e m , I c a n o n l y f e e l t h a t m y c r i t i c s h a v e l e f t t h e m a i n p a r t o f t h e s t r u c t u r e
u n s c a r r e d . ' T h i s i s a l s o a r g u e d e l s e w h e r e ( 1 9 6 9 a , p 1 4 5 ; 1 9 7 0 a , p 5 4 ) .
8 8 9 C h a m b e r s ( 1 9 7 0 a , p 4 3 ) , ' B u t I d i d m a k e o n e s e r i o u s m i s t a k e ; . . . T h e m i s t a k e w a s t o m a k e u s e o f
t h e i d e a o f r e a l i z a t i o n , i n t h e c o n v e n t i o n a l s e n s e , i n d i s c u s s i n g t h e r e l a t i o n b e t w e e n i n v e n t o r y v a l u e s
a n d i n c o m e . T h e c o n v e n t i o n a l i d e a i s t h a t p r o f i t s h o u l d n o t b e a n t i c i p a t e d . T h e b a l a n c e s w h i c h t u r n u p
i n t h e b a l a n c e s h e e t a r e w h a t t h e y a r e b e c a u s e t h i s d i c t u m i s a p p l i e d . M y o w n s y s t e m s t r i c t l y h a s n o
u s e f o r t h i s n o t i o n . ' I n t e r e s t e d l y , M c C r o s s a n ( 2 0 0 5 , p l O ) h a s t o d e a l w i t h t h e s a m e i s s u e i n h i s
d i s c u s s i o n o f d i f f e r e n c e s b e t w e e n ' e a r n i n g s ' a n d ' v a l u e a d d e d ' i n f i n a n c i a l r e p o r t i n g b y f i n a n c i a l
i n t e r m e d i a r i e s .
8 9 0 C h a m b e r s , ( 1 9 6 9 0 , p I 4 5 ) , ' I d o n o t m y s e l f n o w a g r e e w i t h t h e d e t a i l s o f s o m e o f t h e s u g g e s t i o n s I
m a d e . ' C h a m b e r s ( 1 9 7 0 a , p 5 0 ) , ' W e a r e s i m p l y u s i n g t h e p r i c e s q u o t e d i n t h e m a r k e t a s t h e i n d i c a t o r s
o f p r e s e n t c a s h e q u i v a l e n t s . T h e p h r a s e h a s b e e n i n t e r p r e t e d b y s o m e a s i n d i c a t i n g w h a t i s e x p e c t e d t o
b e r e c e i v e d i n c a s h . A n d I t h i n k t h e r e a r e s o m e p o i n t s a t w h i c h v a g u e n e s s o r p o o r c h o i c e o f w o r d s o n
m y p a r t c o n t r i b u t e d t o t h i s i n t e r p r e t a t i o n . '
8 9 1 C h a m b e r s ( 1 9 7 4 b , p 1 3 6 ) , ' O v e r l o a d i s , o f c o u r s e , o n e o f t h e c a u s e s o f b r e a k d o w n . I n t h e p r e s e n t
c a s e , i f a r e c e i v e r i s o v e r l o a d e d w i t h i n f o r m a t i o n , e i t h e r h e m a y n e g l e c t i t i n o r d e r t o g e t o n w i t h t h i n g s
o t h e r t h a n t h e t a s k o f d i g e s t i n g i t , o r h e m a y a t t e m p t t o d i g e s t t h e i n f o r m a t i o n a n d n e g l e c t s o m e o f t h e
o t h e r t h i n g s h e i s r e q u i r e d a s a f u n c t i o n a r y t o d o . '
3 0 1
W i t h i n t h o s e g r o u p i n g s , a n a c c o u n t i n g r e q u i r e s r e p o r t i n g o f
• p o s i t i o n , a n d
• p e r f o r m a n c e .
T h u s f o r a c o r p o r a t i o n , s o c i a l p o s i t i o n a n d p e r f o r m a n c e s t a t e m e n t s . i ' " e c o n o m i c
p o s i t i o n a n d p e r f o r m a n c e s t a t e m e n t s a n d f i n a n c i a l p o s i t i o n a n d p e r f o r m a n c e
s t a t e m e n t s
8 9 4
w o u l d b e p r e p a r e d a n d d i s c l o s e d . O n l y b y c h a n c e w o u l d t h e s e b e
c o n s i s t e n t w i t h t h e b a l a n c e s h e e t a n d i n c o m e s t a t e m e n t u n d e r c o n v e n t i o n a l
a c c o u n t i n g . A l l s t a t e m e n t s w o u l d i n c l u d e i t e m s o f a l i a b i l i t y t y p e . I l l u s t r a t i o n s o f
w h a t m i g h t b e i n c l u d e d i n t h e v a r i o u s r e p o r t s a r e p r o v i d e d i n 9 . 4 a n d A p p e n d i x I V .
I n d e p e n d e n t b u t l i n k e d C o n c e p t u a l F r a m e w o r k s
I n C h a p t e r s 2 - 6 , i t w a s a r g u e d t h a t t h e t y p e o f r e p o r t i n g s o u g h t i n C O i n c l u d e s
f i n a n c i a l s t a t e m e n t s , b u t v a r i o u s a r g u m e n t s h a v e d e v e l o p e d r e g a r d i n g a t e n s i o n f o u n d
b e t w e e n c o n v e n t i o n a l a c c o u n t i n g a n d f i n a n c i a l s t a t e m e n t s o v e r t i m e a n d c u r r e n t l y .
F u r t h e r t e n s i o n s f o l l o w f r o m i n t r o d u c i n g e c o n o m i c a n d s o c i a l i s s u e s w i t h i n b o t h
c o n v e n t i o n a l a c c o u n t i n g a n d f i n a n c i a l s t a t e m e n t s .
H o w e v e r , a s a r g u e d e a r l i e r , e c o n o m i c o r s o c i a l p o s i t i o n a n d p e r f o r m a n c e s t a t e m e n t s
a r e n o l o n g e r r a d i c a l s u g g e s t i o n s ( O R I , 2 0 0 2 ) . W o r k o n C F s f o r t h e s e t y p e s o f r e p o r t s
i s o n g o i n g a n d n e e d s t o b e r e c o n c i l e d w i t h t h a t o f t h e f i n a n c i a l t y p e , a t a s k f o r t h o s e
i n t e r e s t e d i n i n t e r d i s c i p l i n a r y r e s e a r c h s t u d i e s , e s p e c i a l l y t h o s e d e a l i n g w i t h i s s u e s o f
s u s t a i n a b i l i t y . t ' " I n d e e d , i t i s p o s s i b l e t o a r g u e t h a t t h o s e l i k e M c C r o s s a n ( 2 0 0 5 , p 8 ,
p 1 3 - 1 4 ) , B a r t h ( 2 0 0 5 , p l - 2 & p 3 ) a n d B a r t h e t a l ( 2 0 0 6 ) w h o a r g u e f o r t h e i n c l u s i o n
o f f u t u r e - l o o k i n g v a l u a t i o n s , r i s k m e a s u r e m e n t r e p o r t i n g a n d f u n d a m e n t a l c h a n g e s i n
f i n a n c i a l r e p o r t i n g a r e w o r k i n g t o w a r d s a n e c o n o m i c C F .
8 9 2 H e r e f o r e x a m p l e o n e m a y f i n d a c h o i c e w h e r e p o s i t i v e f i n a n c i a l a n d p o s i t i v e e c o n o m i c f a c t o r s a r e
o u t w e i g h e d b y n e g a t i v e s o c i a l f a c t o r s . S e e H a i g h ( 2 0 0 6 ) r e g a r d i n g a c t i o n s t a k e n b y t h e m a n a g e m e n t o f
J a m e s H a r d i e I n d u s t r i e s i n d e a l i n g w i t h a s b e s t o s - r e l a t e d h e a l t h p r o b l e m s o f p a r t i c u l a r s t a k e h o l d e r s .
' O b l i g a t i o n s ' h e r e l e d t o ' l i a b i l i t i e s ' f o r ' c l a i m s ' m a d e b y t h o s e s t a k e h o l d e r s .
8 9 3 T h i s i d e a w a s q u i t e t o p i c a l i n t h e 1 9 8 0 s w h e n a t t e m p t s b e g a n t o p r e p a r e a n a t i o n a l b a l a n c e s h e e t a n d
a s t a t e m e n t o f t h e c o s t o f r u n n i n g a c o u n t t y ( M a c M i l l a n , 1 9 8 6 , p 4 6 ) . A t t e m p t s t o a p p l y s i m i l a r i d e a s t o
s e c t i o n s o f a n a t i o n h a v e a n e v e n l o n g e r p e d i g r e e . A D e f e n c e b a l a n c e s h e e t f o r A u s t r a l i a w a s s u g g e s t e d
i n 1 9 6 0 s , i n c l u d i n g t h e i t e m ' A l l i a n c e s w i t h g r e a t a n d p o w e r f u l f r i e n d s ' w e r e t o b e i n c l u d e d . T h e r e w a s
s o m e d e b a t e o n w h e t h e r t h e i t e m w a s a n a s s e t o r a l i a b i l i t y ( R o b i n s o n , 1 9 6 8 , p i ) .
8 9 4 P e r f o r m a n c e s t a t e m e n t s a t t h e f i n a n c i a l l e v e l a r e o f t w o t y p e s - o n e o f p r o f i t a b i l i t y , t h e o t h e r o f
c a s h f l o w s .
8 9 5 A n o n y m o u s ( 2 0 0 5 , p i S , e m p h a s i s a d d e d ) , ' T h e p r o j e c t w i l l a s s i s t p r o f e s s i o n a l a n d g o v e r n m e n t
r e g u l a t o r s , a s w e l l a s t h e p u b l i c a n d p r i v a t e s e c t o r , t o b e t t e r u n d e r s t a n d h o w s u s t a i n a b i l i t y r e p o r t i n g c a n
b e i n t e g r a t e d a n d a p p l i e d i n a f o r m a l p l a n n i n g , r i s k m a n a g e m e n t a n d d e c i s i o n - m a k i n g c o n t e x t . I t w i l l
a l s o e a s e t h e b u r d e n o n b u s i n e s s a n d g o v e r n m e n t b y d e v e l o p i n g a r i g o r o u s f r a m e w o r k f o r c l a s s i f y i n g ,
m e a s u r i n g a n d r e p o r t i n g v a r i o u s f o r m s o f s u s t a i n a b i l i t y i n f o r m a t i o n . ' S e e a l s o W a l l a g e ( 2 0 0 0 ) ;
A t k i s s o n & H a t c h e r ( 2 0 0 1 ) ; B e b b i n g t o n ( 2 0 0 1 ) ; W a i t e r s , ( 2 0 0 3 a ) ; S t a u n t o n ( 2 0 0 3 ) ; D i l l o n ( 2 0 0 5 ) .
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9 . 3 . 4 P r o p o s i t i o n 4 a n d i s s u e s o f d e f i n i t i o n a n d r e c o g n i t i o n
I n C h a p t e r 8 , i t w a s e s t a b l i s h e d t h a t a s e r i e s o f t e r m s w e r e f o u n d r e g a r d i n g
' l i a b i l i t i e s ' , s u g g e s t i n g a h i e r a r c h y . T h o s e t h e r e i n c l u d e d m a y b e a l l o c a t e d t o
p a r t i c u l a r p o s i t i o n s t a t e m e n t s . F o r e x a m p l e , c o n v e n t i o n a l a c c o u n t i n g m a y a d o p t
- c l a i m
- d e b t .
F i n a n c i a l p o s i t i o n m a y a d o p t
- l i a b i l i t y .
E c o n o m i c p o s i t i o n m a y a d o p t
- o b l i g a t i o n .
S o c i a l m a y a d o p t
- r e s p o n s i b i l i t y
- d u t y .
A k e y i n t e r - r e l a t i o n s h i p h e r e i s t h a t t h e i t e m s a r e c u m u l a t i v e a s t h e a r g u m e n t m o v e s
f r o m c o n v e n t i o n a l a c c o u n t i n g t o f i n a n c i a l t o e c o n o m i c t o s o c i a l . F o r e x a m p l e , f r o m
t h i s i t i s i n f e r r e d t h a t r e s p o n s i b i l i t y a n d d u t y i n c l u d e a l l o t h e r t e r m s .
A n o t h e r a l t e r n a t i v e i s t o s i m p l y a d d t o t h e t e r m ' l i a b i l i t y ' c o n v e n t i o n a l , f i n a n c i a l ,
e c o n o m i c o r s o c i a l , p r o d u c i n g a p h r a s e f o r e a c h .
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A g a i n t h e i n t e r - r e l a t i o n s h i p s a r e
c u m u l a t i v e . T h u s f i n a n c i a l l i a b i l i t i e s w o u l d b e a s u b s e t o f e c o n o m i c l i a b i l i t i e s w h i c h
i n t u m w o u l d b e a s u b s e t o f s o c i a l l i a b i l i t i e s .
U n d e r C o C o A , a n e c o n o m i c o r s o c i a l l i a b i l i t y w o u l d b e c o m e a f i n a n c i a l o n e w h e n a
f o r m a l c o n t r a c t w a s a g r e e d t o b y r e l e v a n t p a r t i e s .
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9 . 3 . 5 / 9 . 3 . 6 P r o p o s i t i o n s 5 a n d 6 a n d t h e m e a s u r e m e n t d i l e m m a
A s h i g h l i g h t e d i n C h a p t e r 7 , t e n s i o n s h e r e b e c a m e o n e o f t h e m a i n o b s t a c l e s f a c e d i n
t h e d e v e l o p m e n t o f t h e U S A a n d A u s t r a l i a n C F s . W i t h l i t t l e r e s o l u t i o n i n s i g h t a t
p r e s e n t , t e n s i o n s p e r s i s t . C o n s i d e r a t i o n n e e d s t o b e g i v e n t o a n u m b e r o f i s s u e s .
T h e t i m e f a c t o r
T h i s r e q u i r e s i n t h e d e c i s i o n / c h o i c e c o n t e x t a d i f f e r e n t i a t i o n a m o n g p a s t / r e t r o s p e c t i v e ,
c u r r e n t / c o n t e m p o r a r y a n d f u t u r e / a n t i c i p a t o r y i t e m s ( W a l s h , 2 0 0 4 ) . B o t h C h a m b e r s
a n d S t e r l i n g m a d e t h i s d i s t i n c t i o n m o s t s t r o n g l y . A p u z z l e i s o f t e n s e t a s t o w h e t h e r
o t h e r s ( C a m p b e l l , 2 0 0 3 , p 3 7 ) a p p r e c i a t e t h i s p o i n t i n C h a m b e r s ' a r g u m e n t . F o r
i n s t a n c e , B o r i o & T s a t s a r o n i s ( 2 0 0 5 , p 2 - 3 ) c o n c l u d e
1 . v a l u a t i o n s ( b e i n g n o t u n i q u e l y n o r o b j e c t i v e l y d e f i n e d ) a n d t h e c o n c e p t o f
u n b i a s e d n e s s n e e d t o b e i n t e r p r e t e d c a u t i o u s l y ;
8 % F o r i n s t a n c e , B e w l e y ( 2 0 0 5 , p i ) i n h e r r e s e a r c h r e f e r s t o ' e n v i r o n m e n t a l ' l i a b i l i t i e s w h i c h m a y s e e
o v e r l a p p i n g a m o n g f i n a n c i a l ( c o n t r a c t s t o r e g e n e r a t e d e s t r o y e d a r e a s ) , e c o n o m i c ( p r o m i s e s t o c l e a n u p
t o x i c w a s t e ) a n d s o c i a l ( m i s s i o n s t o i m p r o v e a i r q u a l i t y ) .
8 9 7 A n i l l u s t r a t i o n h e r e w o u l d b e t h e s o c i a l ( a n d p e r h a p s e c o n o m i c ) l i a b i l i t y o f a s b e s t o s c o m p a n i e s
w h i c h , a f t e r y e a r s o f d e b a t e , b e c a m e t h r o u g h s o c i a l p e r s u a s i o n a l e g a l - c u m - f i n a n c i a l o n e - r e c a l l
F o o t n o t e 8 9 2 . T h i s i s i n c o r p o r a t e d i n p r o f o r m a r e p o r t s s u g g e s t e d i n A p p e n d i x I V .
3 0 3
2 . a s v a l u a t i o n s a r e i n h e r e n t l y f o r w a r d l o o k i n g a n d r i s k s r e q u i r e t o b e m e a s u r e d
a n d p r i c e d , r i s k m e a s u r e m e n t t e c h n o l o g y i s i m p o r t a n t i n c a l c u l a t i n g v a l u e ;
3 . a s h i f t t o f a i r v a l u e s i n a c c o u n t i n g i n t r o d u c e s f o r w a r d - l o o k i n g e l e m e n t s , t h u s
p u t t i n g a p r e m i u m o n v e r i f i a b i l i t y ;
4 . t h e s h i f t i n 3 . a l s o p u t s a p r e m i u m o n t r a n s p a r e n c y , a n d
5 . c o n s i d e r a b l e s c o p e s t i l l e x i s t s t o b r i n g a c c o u n t i n g v a l u a t i o n s c l o s e r t o
e c o n o m i c v a l u a t i o n s .
C h a m b e r s ' a r g u m e n t i s c o n s i s t e n t w i t h t h e a b o v e e x c e p t f o r 5 a b o v e a n d i t s a t t e m p t s
t o i n t r o d u c e e c o n o m i c v a l u a t i o n s i n t o f i n a n c i a l s t a t e m e n t s . T h i s w o u l d b e t o o b r o a d
f o r C o C o A - t h e f i n a n c i a l l e v e l - w h e r e o n l y s e l e c t e d e c o n o m i c v a l u a t i o n s -
r e t r o s p e c t i v e a n d c o n t e m p o r a r y p r i c e o n e s - w o u l d b e i n c l u d e d . T h a t i s n o t t o a r g u e
t h a t e c o n o m i c v a l u e s a r e u n n e c e s s a r y - t h e y d o p l a y a p a r t i n c h o i c e , b e i n g p a r t o f
C h a m b e r s ' ' t o t a l s c e n e ' .
A p a r a d o x m e t b y i n c l u d i n g a n t i c i p a t o r y , e c o n o m i c - t y p e d a t a i n t h e v a l u a t i o n o f
l i a b i l i t i e s h a s b e e n r e v e a l e d b y t h e a r g u m e n t s a n d a c t i o n s o f t h e s o - c a l l e d ' n e w
a c t u a r i e s ' ( T h e E c o n o m i s t , 2 0 0 6 d , p 6 1 ) . T h e l a r g e f a l l i n e q u i t y m a r k e t s i n e a r l y
2 0 0 0 s h a d m a j o r c o n s e q u e n c e s f o r b o t h p r i v a t e a n d g o v e r n m e n t p e n s i o n s c h e m e s .
S u p p o s e d l y f i n a n c i a l l y h e a l t h y , t h e a m o u n t s o f b o t h t h e l i a b i l i t i e s a n d t h e a s s e t s
n e e d e d t o m e e t t h e m w e r e a d v e r s e l y a f f e c t e d .
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A c t u a r i a l a n d a c c o u n t i n g r e a s o n i n g
a n d p r a c t i c e s w e r e q u e s t i o n e d .
C o n s i d e r t h e 1 9 7 0 s w h e n a n e x c h a n g e o c c u r r e d i n t h e s e m i - p r o f e s s i o n a l l i t e r a t u r e .
C h a n t i c l e e r ( 1 9 7 5 , p 2 0 ) , w r i t i n g o f t h e t h e n e x p a n d i n g a r e a o f s u p e r a n n u a t i o n p l a n s
a n d e m p l o y e e e n t i t l e m e n t s , s h o w e d c o n c e r n w i t h t h e d i f f e r e n t a s s u m p t i o n s u s e d b y
a c t u a r i e s i n q u a n t i f y i n g v a r i o u s f a c t o r s o f m o d e l s u n d e r l y i n g r e l a t e d r e p o r t s o n
s u p e r a n n u a t i o n f u n d s a n d t h e i r f u t u r e p l a n s . C o s s ( 1 9 7 5 , p 2 - 3 ) t o o k e x c e p t i o n w i t h
C h a n t i c l e e r ' s i m p l i c a t i o n t h a t p r e d i c t i o n s ( i n a f o r e c a s t i n g s e n s e ) w e r e i n v o l v e d .
I n s t e a d , h e a r g u e d ' t h e a c t u a r y h a s t o m a k e m a n y a s s u m p t i o n s a b o u t t h e f u t u r e w h i c h
s h o u l d i n n o w a y b e v i e w e d a s p r e d i c t i o n s . ' C h a n t i c l e e r ( 1 9 7 5 a , p 2 8 ) c e d e d t h e p o i n t ,
b u t w o n d e r e d i f mana~ers o f f u n d s a p p r e c i a t e d t h i s , a s h e h a d o r i g i n a l l y t h o u g h t i n
t e r m s o f ' p r e d i c t i o n s ' . 9 9 A t l e a s t , r e a d e r s o f s u c h r e p o r t s h a d t o b e a w a r e o f a n y
a s s u m p t i o n s m a d e a n d p e r h a p s t h e p o t e n t i a l l y w i d e r a n g e a v a i l a b l e t h e r e i n .
S o m e y e a r s e a r l i e r , F o r s y t h ( 1 9 6 7 ) h a d s u p p o r t e d t h e n e e d i n t h e e d u c a t i o n o f
a c c o u n t a n t s f o r a n e m p h a s i s o n q u a n t i t a t i v e m e t h o d s ( i n c l u d i n g c a l c u l u s , l i n e a r
a l g e b r a a n d s t a t i s t i c s - k e y c o m p o n e n t s o f m o d e l d e v e l o p m e n t ) . C h a m b e r s ( l 9 6 7 c )
s u g g e s t e d t h a t w h i l e F o r s y t h ' s p l e a f o r a c c o u n t a n t s t o h a v e g r e a t e r m a t h e m a t i c a l
l i t e r a c y h a d m e r i t , t h e a r g u m e n t m i s s e d a c r i t i c a l p o i n t . E s p e c i a l l y u n d e r
8 9 8 T h e E c o n o m i s t ( 2 0 0 6 d , p 5 9 ) , ' F a l s e p r e c i s i o n a n d r e c k l e s s a p p r o x i m a t i o n h a v e d e f i n e d t h e a c t u a r i a l
p r o f e s s i o n ' s r o l e i n t h e c r i s i s t h a t h a s e n v e l o p e d c o r p o r a t e p e n s i o n s o n b o t h s i d e s o f t h e A t l a n t i c .
A l t h o u g h a c t u a r i e s h a v e n o t b e e n t h e o n l y c a u s e - c o m p a n i e s , t r u s t e e s b o a r d s , g o v e r n m e n t s a n d
a c c o u n t i n g r u l e s h a v e a l l p l a y e d t h e i r p a r t - t h e y h a v e b e e n s u r p r i s i n g l y h a p l e s s a t t h e i r m a i n t a s k :
f o r e c a s t i n g f u n d s ' f u t u r e l i a b i l i t i e s a n d a s s e s s i n g h o w m a n y a s s e t s w i l l b e r e q u i r e d t o m e e t t h e m . '
8 9 9 C h a n t i c l e e r ( 1 9 7 5 a , p 2 8 ) , ' F o r i f a c t u a r i e s a r e n o t p r e p a r e d t o " p r e d i c t " t h e f u t u r e t h e n w h a t t h e y
s u r e l y m u s t d o i s t o p r e s e n t t h e m a n a g e m e n t o f s u p e r a n n u a t i o n f u n d s w i t h a c h o i c e o f a c t i o n s b a s e d o n
v a r i o u s a s s u m p t i o n s . T h e y m a y r e c o m m e n d o n e o f t h e m b u t t h e m a n a g e r s m u s t b e v e r y c l e a r t h a t t h e
a c t u a r i e s
'
g u e s s i s n o t a p r e d i c t i o n . '
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c o n v e n t i o n a l a c c o u n t i n g , a c c o u n t a n t s ' e d u c a t i o n l a c k e d a n u n d e r s t a n d i n g o f t h e
c o n d i t i o n s u n d e r w h i c h e v e n a d d i t i o n m a y b e p e r f o r m e d . Y " T o h i m , t h e r e s e e m e d ' t o
b e a b e l i e f a b r o a d t h a t b y s o m e m a t h e m a t i c a l w i z a r d r y i n e x a c t d a t a c a n b e m a d e m o r e
e x a c t . ' I n s t e a d , h e a r g u e d f o r r e l i a b l e , c o n t e m p o r a r y d a t a t o u n d e r l i e a n y f u t u r e
e s t i m a t e s ( o n e r e q u i r e m e n t f o r c h o i c e ) . H o w e v e r , s u c h e s t i m a t e s h a d n o p l a c e a s t h e
b a s i s f o r c o n t e m p o r a r y f i n a n c i a l p o s i t i o n ( a n o t h e r r e q u i r e m e n t f o r c h o i c e ) .
D e s p i t e C h a m b e r s ' w a r n i n g , i n t h e 1 9 8 0 s i n t e r a c t i o n a m o n g s o c i a l ( f o r e x a m p l e ,
c h a n g e s i n l i f e s t y l e s ) f a c t o r s , e c o n o m i c ( f o r e x a m p l e , d e r e g u l a t i o n o f o n c e f i x e d
p r i c e s , i n t e r e s t a n d c u r r e n c y e x c h a n g e r a t e s a s w e l l a s o i l p r i c e r i s e s ) f a c t o r s a n d
a c c o u n t i n g c o n t i n u e d . T w o i n t e r a c t i o n s w e r e e m p h a s i s e d , o n e o n t h e r e p o r t i n g o f
f o r e c a s t s a n d a n o t h e r o n t h e u s e o f m o d e l s .
B e a v e r ( 1 9 7 8 , p 5 2 ; 1 9 8 1 ) s u p p o r t e d t h e a r g u m e n t t h a t r e g u l a t i o n o f d i s c l o s u r e w a s a n
e c o n o m i c i s s u e , n o t a l e g a l o n e . H e s a w t h i s l e a d i n g t o ' a b r o a d e r s e t o f d i s c l o s u r e s i n
a n n u a l r e p o r t s ' a n d ' t h e i n t r u s i o n o f c u r r e n t v a l u e a n d f u t u r e - o r i e n t e d d i s c l o s u r e s i n
f i n a n c i a l r e p o r t i n g . ' D e b a t e c o n t i n u e d o n t h e p u b l i c a t i o n o f p r o f i t f o r e c a s t s i n a n n u a l
r e p o r t s ( P o u n d , 1 9 8 1 , p 5 1 7 ) . A r g u m e n t s f o r a n d a g a i n s t w e r e c a n v a s s e d b u t n o
r e s o l u t i o n s u g g e s t e d ( F e r r i s & M c D o n a l d , 1 9 8 2 ) . T h e i s s u e w o u l d b e r e c y c l e d s o m e
d e c a d e s l a t e r ( G l o v e r e t a l , 2 0 0 5 ) . T h e r e l i a n c e o n m o d e l s i s r e t u r n e d t o l a t e r i n t h e
c h a p t e r .
I n C h a p t e r 8 , i t w a s a r g u e d t h a t C h a m b e r s ( l 9 6 6 a ) w o u l d b a s e d e c i s i o n s o r c h o i c e o n
t h e r e l a t i o n s h i p b e t w e e n ' m o n e t a r y v a l u e s ' a n d ' e x i t p r i c e s ' w h e r e t h e f o r m e r w e r e
b a s i c a l l y a n t i c i p a t o r y a n d t h e l a t t e r c o n t e m p o r a r y . S t e r l i n g ( 1 9 7 9 ) m a d e s i m i l a r
d e c i s i o n - r u l e s a k e y p a r t o f h i s a r g u m e n t f o r e x i t - p r i c e a c c o u n t i n g .
T h i s d o e s n o t s u g g e s t t h a t C h a m b e r s e x c l u d e d t h e r e p o r t i n g , a n d u s e , o f a n t i c i p a t o r y
d a t a . I n d e e d , s u c h d a t a a r e p a r t o f a n y i n f o r m e d c h o i c e . H o w e v e r , t h e y h a d n o p l a c e
i n h i s s t a t e m e n t o f c o n t e m p o r a r y f i n a n c i a l p o s i t i o n a n d r e l a t e d f i n a n c i a l p e r f o r m a n c e
w h i c h h e r e g a r d e d a s g e n e r a l l y r e l e v a n t d a t a f o r d e c i s i o n - m a k i n g ( C h a m b e r s , 1 9 7 6 d ) .
A t t h e s o c i a l l e v e l , i n d i c a t o r s a r e u s e d t o m e a s u r e v a r i o u s n o n - f i n a n c i a l i t e m s
( p a r m e n t e r , 2 0 0 5 , p 5 4 ) . T h e s e i n d i c a t o r s o f c o u r s e d o n o t p o s s e s s a d d i t i v e p r o p e r t i e s
a n d t e n d t o h a v e h i g h s p e c i f i c i t y . A l s o i n c o r p o r a t e d a r e t h e f i n a n c i a l m e a s u r e m e n t s
a n d c a l c u l a t i o n s f o u n d i n t h e n a r r o w e r s u b - s e t s . A t t h e e c o n o m i c l e v e l , f i n a n c i a l
m e a s u r e m e n t s a r e f o u n d w i t h o u t C h a m b e r s ' c o n s t r a i n t o f p a s t o r c u r r e n t p r i c e s .
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9 0 0 C h a m b e r s ( I 9 6 7 c ) , ' T h e e v i d e n c e o f t h i s l a c k o f u n d e r s t a n d i n g i s a l m o s t u n i v e r s a l . A l l a r o u n d t h e
w o r l d f i g u r e s i n b a l a n c e - s h e e t s a r e a d d e d i n d e f i a n c e o f t h e r u l e t h a t o n l y m a g n i t u d e s o f l i k e d i m e n s i o n
m a y p r o p e r l y b e a d d e d . A m o u n t s o f c a s h p r e s e n t l y o n h a n d a r e a d d e d t o t h e p r i c e s p a i d , d i f f e r e n t
n u m b e r s o f y e a r s a g o , f o r l a n d , b u i l d i n g s , p l a n t a n d s e c u r i t i e s - a s i f t h e s u m c o u l d h a v e a n y s e n s i b l e
m e a n i n g a t p r e s e n t . . . . I t s e e m s t o b e d a n g e r o u s i n t h e e x t r e m e t o f o s t e r t h e m a n i p u l a t i o n , t h r o u g h t h e
u s e o f s o p h i s t i c a t e d m a t h e m a t i c a l d e v i c e s , o f n u m b e r s d e r i v e d i n s u c h a l o o s e w a y . ' I n t h e C o l l e c t i o n ,
t h i s i s U S A P 2 0 2 , B o x 2 3 , # 1 1 9 3 3 .
9 0 1 T h e E c o n o m i s t ( 2 0 0 5 , p 1 6 ) a r g u e d t h a t t h e t e n s i o n s b e t w e e n m a n a g e m e n t a n d r e g u l a t o r w e r e
l e a d i n g t o p r o f e s s i o n a l a c c o u n t i n g b o d i e s s u p p o r t i n g r e f o r m s i n t h e w a y c o r p o r a t i o n s a c c o u n t e d . T h e
r e f o r m s i n c l u d e d t h e r e p o r t i n g o f p r e s e n t v a l u e o f l i a b i l i t i e s ( a n d a s s e t s ) r a t h e r t h a n t h e r e p o r t i n g o f
h i s t o r i c a l c o s t v a l u e s . T h e n e w s y s t e m i s c a l l e d ' f a i r - v a l u e ' a c c o u n t i n g . H o w e v e r , t h i s s y s t e m m a d e i t
e a s i e r t o c a r r y o u t s o m e i r r e g u l a r i t i e s ( t h i s w a s i n p a r t a f a u l t d e t e c t e d i n t h e E n r o n c a s e ) . I t i s
s u g g e s t e d , ' T h e r e f o r m s t h e r e f o r e n e e d r e f o r m i n g . '
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t h e f i n a n c i a l l e v e l , C o C o A w o u l d i n c l u d e p a s t o r c u r r e n t p r i c e s . O t h e r s s u g g e s t a f u l l
o r p a r t i a l m a r k i n g - t o - m a r k e t o f l i a b i l i t i e s ( L o n e r g a n , 2 0 0 0 ; K n i g h t , 2 0 0 5 , p 2 ) . A g a i n ,
w h i l e p a r t o f t h e ' t o t a l s c e n e ' , s u c h i n d i c a t o r s w o u l d n o t b e p a r t o f C h a m b e r s '
c o n t e m p o r a r y f i n a n c i a l s t a t e m e n t s .
M a r k e t t u r b u l e n c e o r u n d e r l y i n g e c o n o m i c s o f a f i r m
S o m e a r g u e f o r t h e e x c l u s i o n o f s e l e c t e d c h a n g e s i n t h e f a i r v a l u e o f l i a b i l i t i e s ( a n d
a s s e t s ) i n t h e p r o f i t d e t e r m i n a t i o n p r o c e s s a s t h e r e s u l t i n g v o l a t i l i t y i n m a r k e t s w a s
' f a l s e ' , n o t r e f l e c t i n g t h e u n d e r l y i n g e c o n o m i c t r e n d s i n t h e f i r m ( T h e E c o n o m i s t ,
2 0 0 5 ) . 9 0 2 C h a m b e r s ' C o C o A a l s o f a c e d s i m i l a r c r i t i c i s m i n t h a t h e w o u l d i n c l u d e , i n
f i n a n c i a l p e r f o r m a n c e , i n c r e a s e s o r d e c r e a s e s i n p r i c e s , e v e n i f n o t ' r e a l i z e d ' . H e
a r g u e d t h a t t h e r e p o r t i n g o f c o n t e m p o r a r y f i n a n c i a l p o s i t i o n a n d r e l a t e d p e r f o r m a n c e
w a s p a r a m o u n t . U n d e r l y i n g e c o n o m i c t r e n d s w e r e o f a d i s t i n c t o r d e r .
M c C r o s s a n ( 2 0 0 5 , p 6 - 7 ) w r i t e s o f a t t e m p t s t o u s e ' s m o o t h e d v a l u e s ' t o d e a l w i t h
e x c e s s i v e p r i c e v o l a t i l i t y . H o w e v e r , h e r e j e c t s a n d d o e s n o t a d v o c a t e t h e p r a c t i c e ,
p r e f e r r i n g i n s t e a d ' t o u s e s t a t i s t i c a l l y c r e d i b l e o b s e r v a t i o n s o f b e h a v i o u r ' t o r e s o l v e
i s s u e s o f r e c o g n i t i o n a n d m e a s u r e m e n t . C e r t a i n l y , t h e o l d a r g u m e n t f o r s m o o t h i n g
p r o f i t s / m a n a g i n g e a r n i n g s r e m a i n s t o p i c a l - l e a d i n g t o m a n i p u l a t i o n o f r e p o r t i n g ,
a r g u a b l y t o t h e d e t r i m e n t o f i n v e s t o r s , c o n s u m e r s a n d o t h e r e m p l o y e e s ( G e b h a r d t ,
2 0 0 5 , p 2 0 ) .
A v a i l a b i l i t y o f m a r k e t s
A s s h o w n i n 8 . 5 , C h a m b e r s a r g u e d a g a i n s t l i a b i l i t i e s f o r w h i c h t h e r e w a s a r e a d y
m a r k e t ( l i k e b o n d s ) , b e i n g i n c l u d e d i n c o n t e m p o r a r y f i n a n c i a l p o s i t i o n a t t h a t m a r k e t
p r i c e . H e r e j e c t e d a r g u m e n t s o f t r a d i n g i n l i a b i l i t i e s w h i c h h e i n s t e a d s a w a s
c o n s t r a i n t s o n t h e e n t i t y ' s a b i l i t y t o s o t r a d e .
T h o s e w h o d i s a g r e e d a l s o f a c e d t h e p r o b l e m o f s o m e l i a b i l i t i e s n o t b e i n g t r a d e d o n
h i g h v o l u m e , l i q u i d m a r k e t s . I n o t h e r c a s e s , l i a b i l i t i e s l i k e m o r t g a g e s w e r e s o m e t i m e s
b u n d l e d i n t o ' c o l l a t e r a l i z e d m o r t g a g e o b l i g a t i o n s ' w h i c h i n t u r n a r e t r a d e d i n s e l e c t e d
m a r k e t s ( M c C r o s s a n , 2 0 0 5 , p S ) . L a c k i n g a v e r i f i a b l e m a r k e t p r i c e , m o d e l s ( o f t e n
c o m p l i c a t e d ) b a s e d l a r g e l y o n s u b j e c t i v e e s t i m a t e s a r e u s e d t o d e t e r m i n e ' f a i r v a l u e '
( C h a p t e r 8 ) . T e n s i o n s n e c e s s a r i l y f o l l o w e d ( T h e E c o n o m i s t , 2 0 0 5 ) .
W h i l e n o t i n c l u d i n g i t e m s u n d e r C o C o A i f t h e y i n c o r p o r a t e d a n t i c i p a t o r y d a t a ,
C h a m b e r s w o u l d a g r e e l i a b i l i t i e s l i k e
• e m p l o y e e e n t i t l e m e n t s f o r a n n u a l l e a v e , s i c k l e a v e o r l o n g - s e r v i c e l e a v e ,
• s u p e r a n n u a t i o n e n t i t l e m e n t s ,
• c l a i m s f o r d a m a g e s ( f o r e x a m p l e , a s b e s t o s e s h e a l t h c a s e s ) ,
• w a r r a n t i e s , a n d p e r h a p s
• r e s t o r a t i o n o f e n v i r o n m e n t a l c o n d i t i o n s
9 0 2 T h e c o m m o n i l l u s t r a t i o n i s o f b o n d s m a n a g e m e n t h e l d u n t i l r e d e m p t i o n , s o t h a t a n y m o v e s i n
r e l a t e d p r i c e s o f t h o s e b o n d s w e r e o u t s i d e t h e s c o p e o f t h e a c c o u n t i n g . O f c o u r s e , a s h i g h l i g h t e d b y t h e
b o n d d i s c o u n t a n d r e l a t e d t e n s i o n s m e t i n C h a p t e r s 5 a n d 6 , t h i s p r o v i d e d c o n v e n t i o n a l a c c o u n t i n g w i t h
v a r i o u s u n r e s o l v a b l e p r o b l e m s . A l s o , B o r i o & T s a t s a r o n i s ( 2 0 0 5 , p 1 8 ) w r i t e o f ' a r t i f i c i a l v o l a t i l i t y '
c a u s e d b y a c c o u n t i n g c o n v e n t i o n s , l e a d i n g t o ' v o l a t i l i t y t h a t i n s o m e s e n s e d o e s n o t r e f l e c t " u n d e r l y i n g
e c o n o m i c v o l a t i l i t y " , ,
3 0 6
r e q u i r e d i s c l o s u r e . C o n t e m p o r a r y m a t e r i a l m i g h t b e u s e d t o c a l c u l a t e a ' c o n t r a c t u a l
a m o u n t ' , b u t t h e s e w o u l d , t o b e i n c o r p o r a t e d i n C h a m b e r s ' C o C o A , i n c o r p o r a t e o n l y
p a s t a n d c o n t e m p o r a r y d a t a .
T o s o m e ( L e f t w i c h , 1 9 6 9 ; G y n t h e r 1 9 7 2 ) , C h a m b e r s ' a r g u m e n t s o u g h t t o d o a w a y
w i t h p r o f e s s i o n a l j u d g m e n t ( o f p r a c t i c i n g a c c o u n t a n t s a n d o t h e r e x p e r t s ) . A s o f t e n
f o u n d i n t h e s t u d y , d e b a t e w a s a t c r o s s p u r p o s e s . T h e d e b a t e w a s n o t a b o u t d i s c l o s u r e
o f e s t i m a t e s b y s a y a n a c t u a r y a n d t h e u n d e r l y i n g a s s u m p t i o n s . C h a m b e r s w a s w e l l
a w a r e t h a t t h e s e a n t i c i p a t o r y a m o u n t s a n d c h a n g e s i n t h e s e e s t i m a t e d v a l u e s o v e r t i m e
n e e d e d t o b e r e p o r t e d a n d c l a s s i f i e d i n t o t h o s e r e s u l t i n g f r o m
• a c h a n g e i n m a r k e t c o n d i t i o n s ,
• a c h a n g e i n t h e u n d e r l y i n g b u s i n e s s , a n d
• t h o s e b a s e d o n b a d p r e v i o u s g u e s s e s o r f o r e c a s t s .
I d e n t i f y i n g e v e n t s h e r e r e q u i r e s t h e a p p l i c a t i o n o f j u d g e m e n t ( B a r t h , 2 0 0 5 , p l O ) .
H o w e v e r , w h i l e t h e y h a d n o p l a c e i n C h a m b e r s ' c o n t e m p o r a r y f i n a n c i a l s t a t e m e n t s ,
h e d i d r e g a r d t h e m a s n e c e s s a r y i n m a k i n g ' c h o i c e s ' o r d e c i s i o n s . S i m i l a r t e n s i o n s
a r o s e f r o m s u g g e s t e d r e p o r t i n g i n f i n a n c i a l s t a t e m e n t s o f b o t h h i s t o r i c a l c o s t a n d
u p d a t e d f a i r v a l u e o f s e l e c t e d i t e m s a n d a r e c o n c i l i a t i o n o f t h e t w o f i g u r e s .
C h a m b e r s a r g u e d t h a t a t t h e a p p l i c a t i o n l e v e l , j u d g m e n t w a s c e r t a i n l y r e q u i r e d . t ' "
H o w e v e r , i t m u s t b e b a s e d o n u n d e r l y i n g r e a s o n i n g o r a n i d e a l b e i n g s o u g h t .
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i l l u s t r a t i o n w a s t h e f a l s e c l a i m t h a t u n d e r C o C o A , r e s a l e p r i c e w a s u n e q u i v o c a l .
C h a m b e r s ' a r g u m e n t r e m a i n e d t h a t p r o f e s s i o n a l j u d g m e n t w a s r e q u i r e d , b u t i t w a s n o t
c o n c e r n i n g t h e c h o i c e a m o n g t h e o f t e n i n c o n s i s t e n t r u l e s o f c o n v e n t i o n a l a c c o u n t i n g .
I n s t e a d , i t w a s a c h o i c e a m o n g m a r k e t s i n w h i c h t r a d e t o o k p l a c e a n d t h e r e l a t e d
p r i c e s . C h a m b e r s ( 1 9 7 0 a , p S 3 ) a r g u e d ,
T h e n e c e s s i t y o f j u d g e m e n t N o n e o f t h e s e s o u r c e s w i l l n e c e s s a r i l y g i v e
u n e q u i v o c a l r e s a l e p r i c e s . B u t t h e i r e x i s t e n c e c e r t a i n l y g i v e s a s s u r a n c e t h a t
t h e r e i s e x t e n s i v e e v i d e n c e o n w h i c h i n f o r m e d j u d g e m e n t c o u l d b e e x e r c i s e d
w i t h t h e o b j e c t o f a p p r o x i m a t i n g r e s a l e p r i c e s . T h e r e m a y b e s o m e w h o h a v e
s u p p o s e d t h a t m y p r o p o s a l s w e r e s o t i g h t l y p h r a s e d t h a t I e x c l u d e d t h e
e x e r c i s e o f j u d g e m e n t . T h e t i g h t n e s s o f m y s p e c i f i c a t i o n , h o w e v e r , r e l a t e s t o
9 0 3 C h a m b e r s ( l 9 6 9 a , p I 4 4 ) , ' I a m n o t a l i t t l e i n t r i g u e d b y w h a t L e f t w i c h c a l l s " t h e d o c i l e r o l e o f t h e
a c c o u n t a n t i n C h a m b e r s ' m o d e l " ( p . 2 4 4 ) . T h e d i s c i p l i n e s o f s c i e n c e a r e b y n o m e a n s e a s y . T h e
c h a r a c t e r i s t i c o b j e c t i v i t y a n d n e u t r a l i t y o f s c i e n t i f i c k n o w l e d g e a r e h a r d l y w o n . T h e y a r e w o n a g a i n s t
t h e c o m m o n w i s h t o b e l i e v e i n w h a t w e b e l i e v e d i n y e s t e r d a y , a g a i n s t h a b i t s o f t h o u g h t w h i c h a r e
c o m f o r t i n g a n d c o m f o r t a b l e . T h e r e i s n o t h i n g d o c i l e a b o u t t h i s . T h e t a s k o f f i n d i n g o u t t h e
c o n t e m p o r a r y f a c t s , a s I d e s c r i b e d i t , i s a t a s k d e m a n d i n g a m u c h l e s s d o c i l e a t t i t u d e t h a n t h e m e r e
a c c e p t a n c e a n d t r a n s m i s s i o n o f o p i n i o n s o b t a i n e d f r o m m a n a g e m e n t , a s L e f t w i c h s u g g e s t s ( p . 2 4 3 ) .
I n d e e d , L e f t w i c h u n w i t t i n g l y s h o w s h o w d o c i l e s o m e o f t o d a y ' s a c c o u n t a n t s a r e . . . . I f t h e e x p e r t s
d i s a g r e e , w h y s h o u l d a n y o n e , L e f t w i c h a n d I i n c l u d e d , a c c e p t t h e i r j u d g e m e n t s a s g u i d a n c e o r
a u t h o r i t y ? T o d o s o i s d o c i l e i n t h e e x t r e m e , s u p i n e e v e n . I t i s e s p e c i a l l y p i q u a n t t o f i n d L e f t w i c h
c h i d i n g m e f o r i g n o r i n g t h e e x p e r t s w h e n a l r e a d y i n h i s i n t r o d u c t o r y p a g e s h e i n d i c a t e d a t l e n g t h t h e
m e s s y s t a t e i n w h i c h a c c o u n t i n g t h e o r y a n d p r a c t i c e n o w s t a n d . '
9 0 4 C h a m b e r s ( 1 9 7 0 a , p 5 3 ) , ' B u t w h e n w e s e t u p a n i d e a l t y p e o f i n f o r m a t i o n , a n d a s k t h a t a c c o u n t a n t s
u s e t h e i r b e s t s k i l l a n d j u d g e m e n t i n a p p r o x i m a t i n g i t , t h e n t h e r e i s a r e a l o p p o r t u n i t y f o r u s i n g
j u d g e m e n t . S k i l l a n d j u d g e m e n t a r e d e m o n s t r a t e d o n l y w h e n o n e h a s t o w o r k w i t h i n l i m i t s , o r t o a n
i d e a l . '
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t h e p r i n c i p l e s t o b e u s e d , n o t t o t h e i d e n t i t y o f t h e m a g n i t u d e s d e r i v e d . I w r o t e
e x p l i c i t l y o f a p p r o x i m a t i o n , a n d " t h e b e s t p o s s i b l e a p p r o x i m a t i o n t o c a s h
e q u i v a l e n t s " , T h e s e v e r y w o r d s i m p l y t h e u s e o f j u d g e m e n t .
T h e e x e r c i s e o f j u d g e m e n t h a s l o n g b e e n t h e t r u m p c a r d o f t h o s e w h o f a v o u r
f r e e d o m o f c h o i c e a m o n g t h e v a s t a r r a y o f " i n v e n t e d " a c c o u n t i n g r u l e s .
H e w a s o f c o u r s e m o r e c o n c e r n e d w i t h q u e s t i o n s o f p r i n c i p l e , t h o u g h a n y a p p l i c a t i o n
i n v o l v i n g t h e r e l a t e d p r i n c i p l e a l l o w e d f o r a p p r o x i m a t i o n s , a s m e t i n 8 . 4 a n d 8 . 5 .
A v a i l a b i l i t y o f m o d e l s
A s m e t i n 8 . 4 , a p h r a s e g a i n e d s o m e n o t o r i e t y a s a r e s u l t o f t h e E n r o n c a s e - ' m a r k - t o -
m o d e l ' , ( o b v i o u s l y a c o r o l l a r y t o t h e ' m a r k - t o - m a r k e t ' t e c h n i q u e u s e d t o c o n t r o l
a c t i o n s o f t r a d e r s i n t h e f u t u r e s m a r k e t s ) . 9 0 5 S o p h i s t i c a t e d m o d e l s h a v e b e e n
d e v e l o p e d w h i c h a r e b a s e d o n w h a t M c C r o s s a n ( 2 0 0 5 , p 1 5 ) t e r m s ' c r e d i b l e
o b s e r v a t i o n s ' . W o r k c o n t i n u e s h e r e i n v a r i o u s a r e a s ( G e b h a r d t e t a l , 2 0 0 4 ;
M c C r o s s a n , 2 0 0 5 , p 6 & 7 ; L a n d s m a n , 2 0 0 5 , p 8 ; P e a s n e l l , 2 0 0 5 , p 2 1 - 2 3 ; B o r i o &
T s a t s a r o n i s , 2 0 0 5 , p 2 - 3 ) a s w e l l a s t h e u s e o f t h e B l a c k m o d e l t o o p t i o n p r i c i n g
( F r a n k e e t a l , 2 0 0 6 ) . I n p u t s h e r e i n c l u d e a n t i c i p a t o r y d a t a w h i c h c e r t a i n l y h a v e a
f u n c t i o n i n e c o n o m i c a n d s o c i a l r e p o r t i n g - i n d e e d t h e y a r e i n d i s p e n s a b l e t o c h o i c e ,
e s p e c i a l l y o f a p o l i c y t y p e . H o w e v e r , i n t h i s s t u d y , i t i s a r g u e d t h a t o n c e a n t i c i p a t o r y
d a t a a r e i n c l u d e d , t h e o u t p u t b e c o m e s p a r t o f a n e c o n o m i c f r a m e w o r k . T h a t i s n o t t o
d e n y t h a t t h e o u t p u t i s a m a j o r p a r t o f d e c i s i o n - m a k i n g ( o r C h a m b e r s ' c h o i c e ) , a s
C h a m b e r s ( 2 0 0 0 a , p 3 2 7 ) a r g u e s ,
T h e r e i s s c a r c e l y a n y p a r t o f l i f e t h a t i s f r e e o f t h e i n f l u e n c e o f o u r o w n
i m a g i n a t i o n s o r t h e p r o d u c t s o f t h e i m a g i n a t i o n s o f o t h e r s . I n m a t t e r s o f
c o n s e q u e n c e t o o u r s e l v e s t h a t e n t a i l d e a l i n g o r i n t e r a c t i o n w i t h o t h e r s , w e
m u s t t h e r e f o r e b e c o n s t a n t l y o n g u a r d a g a i n s t c o n f u s i n g f a c t s w i t h j i g m e n t s o r
j i c t i o n s .
W h i l e m a r k e t - t o - m o d e l t e c h n i q u e s m a y b e u s e d i n t h e v a l u a t i o n o f s e l e c t e d l i a b i l i t i e s ,
o n l y p a s t o r c o n t e m p o r a r y d a t a m u s t b e u s e d t o m e e t C h a m b e r s ' c r i t e r i a .
9 0 6
9 . 4 C o n s e q u e n c e s f o r t h e a n n u a l r e p o r t
F o r s o m e d e c a d e s , p o t e n t i a l c h a n g e s i n t h e a r m u a l r e p o r t h a v e b e e n n o t e d ( T r i c k s ,
1 9 8 1 ; O l s s o n , 1 9 8 1 ; A l e x a n d e r , 1 9 9 9 ) . R a v l i c ( 2 0 0 5 , p 4 2 ) s u g g e s t s b o d i e s l i k e t h e
A S X c u r r e n t l y p r e f e r m a n a g e m e n t t o ' t e l l a s t o r y ' r a t h e r t h a n s i m p l y p r o v i d e a s e r i e s
" 5 I n s o m e i n s t i t u t i o n s , t r a d e r s a r e r e q u i r e d t o ' c l o s e o f f ' t h e i r t r a d i n g p o s i t i o n s a t t h e e n d o f t h e i r
s e s s i o n . I n t h e a b s e n c e o f c o l l u s i o n o r d e l i b e r a t e c o n c e a l m e n t o f b a d t r a d e s , l o s s e s a r e m i n i m i s e d a n d
d i s c l o s e d . S e e M c C l e a n & E k l a n d ( 2 0 0 3 , p 4 0 ) , ' H i s t o r i c a l - c o s t a c c o u n t i n g a l l o w e d [ f i r m s ] t o k e e p
l o a n s t h a t h a d c o l l a p s e d i n v a l u e o n t h e i r b o o k s a t w i l d l y i n f l a t e d p r i c e s , w h i c h i n t u r n a l l o w e d t h e m t o
h i d e t h e t r u e s t a t e o f t h e i r f i n a n c e s . B y c o n t r a s t , W a l l S t r e e t f i r m s , w h i c h h a v e t o u s e m a r k - t o - m a r k e t
a c c o u n t i n g t o v a l u e t h e i r p o r t f o l i o s , t a k e h i t s w h e n , s a y , t h e s t o c k m a r k e t c o l l a p s e s , b e c a u s e t h e y h a v e
t o m a r k t h e v a l u e o f t h e i r a s s e t s t o t h e c u r r e n t m a r k e t p r i c e . M a r k - t o - m a r k e t a c c o u n t i n g , i n f a c t , i s a n
i m p o r t a n t c o m p o n e n t i n e n s u r i n g t h e " t r a n s p a r e n c y " o f p o r t f o l i o v a l u e s . B e c a u s e p o r t f o l i o m a n a g e r s
a r e f o r c e d t o m a r k t h e i r h o l d i n g s t o m a r k e t e v e r y d a y , t h e i r i n v e s t o r s k n o w p r e c i s e l y h o w m u c h
t h e y ' v e m a d e - o r l o s t . '
9 0 6 C h a m b e r s ( 2 0 0 0 , p 3 2 7 ) c o n t i n u e s , ' T o h e l p m a i n t a i n t h a t v i g i l [ a g a i n s t ' f i g m e n t s ' ] i s a m o n g t h e
f u n c t i o n s o f s c h o l a r s a n d i n s t i t u t i o n s o f h i g h e r l e a r n i n g . '
3 0 8
o f c o m p l e x n u m b e r s . H o w e v e r , f i n a n c i a l s t a t e m e n t s , w i t h t h e i r r e l i a n c e o n A A S ,
r e m a i n a k e y p a r t o f t h e A n n u a l R e p o r t .
C h a m b e r s ( 1 9 8 0 b , p 3 9 7 ) , a s i n s o m a n y a r e a s , p r o v i d e d a r a t i o n a l e u n d e r l y i n g
A A S .
9 0 7
T h e a r g u m e n t i s f o u n d i n v a r i o u s a r e a s . S t a n d a r d s p r o v i d e s y s t e m s t o
' s t a n d a r d i z e ' a p p l i c a t i o n s , l e a d i n g t o a d v a n c e s i n k n o w l e d g e a n d t e c h n o l o g y ( C r o s b y ,
1 9 9 7 ) . W i t h t h e m o v e f r o m c r u d e i n s t r u m e n t s a n d m e a s u r e s
9 0 8
t o m o r e s u p e r i o r o n e s ,
a d v a n c e s i n f i n a n c i a l a c c o u n t a b i l i t y , b u s i n e s s e f f i c i e n c y a n d d e p l o y m e n t o f r e s o u r c e s
m i g h t b e e x p e c t e d t o f o l l o w .
I n t h i s t h e s i s , i t i s a r g u e d t h a t C h a m b e r s ' C o C o A w o u l d p l a y a k e y r o l e b y p r o v i d i n g
t h e f i n a n c i a l s t a t e m e n t s . T h e s e w o u l d b e q u i t e d i s t i n c t f r o m e c o n o m i c o r s o c i a l
r e p o r t s .
9 0 9
l l l u s t r a t i o n s o f p r o f o r m a r e p o r t s a n d r e l a t e d i t e m s a r e i n c l u d e d i n
A p p e n d i x I V .
T h e f i n a n c i a l s t a t e m e n t s - u n d e r C o C o A - w o u l d i n c l u d e t h e c o n t e m p o r a r y f i n a n c i a l
p o s i t i o n a t a p o i n t i n t i m e o f t h e e n t i t y w i t h a s s e t s a t t h e c u r r e n t , e x i t p r i c e a n d
l i a b i l i t i e s a t c o n t r a c t u a l a m o u n t . T h e r e s u l t i n g p e r f o r m a n c e d u r i n g t h e p r e v i o u s p e r i o d
w o u l d b e c a l c u l a t e d a f t e r a l l o w i n g f o r m o v e m e n t s i n p r i c e s g e n e r a l l y ( t h e c a p i t a l
m a i n t e n a n c e a d j u s t m e n t ) a n d e x c l u d i n g a n y a n t i c i p a t o r y c a l c u l a t i o n s . A r g u m e n t s
m u s t b e d e b a t e d a t t h e s a m e l e v e l o f a b s t r a c t i o n . T o o o f t e n a s f o u n d o v e r t i m e ( a n d
s h o w n i n e a r l i e r c h a p t e r s ) , a r g u m e n t s o f m e a s u r e m e n t a r e a c t u a l l y a r g u m e n t s a b o u t
d e f i n i t i o n o r d i s a g r e e m e n t s o f a t t r i b u t e s t o b e m e a s u r e d a r e a c t u a l l y a r g u m e n t s o f t h e
' t o t a l s c e n e ' ( i n c l u d i n g h o w v a r i o u s f r a m e w o r k s a r e i n t e r r e l a t e d ) .
9 0 7 C h a m b e r s ( 1 9 8 0 b , p 3 9 7 ) , ' T o b e c o n c e r n e d w i t h a c c o u n t i n g s t a n d a r d s i s t o b e c o n c e r n e d w i t h
n o t h i n g l e s s t h a n t h e r a t i o n a l i z a t i o n a n d s t a n d a r d i z a t i o n o f a m e t r o l o g y . I n o t h e r f i e l d s t h a t s t e p h a s
b e e n t h e p r e c u r s o r o f s i g n i f i c a n t a d v a n c e s i n k n o w l e d g e a n d t e c h n o l o g y . M e n h a v e d o n e m u c h w i t h
c r u d e t o o l s , c r u d e i n s t r u m e n t s a n d c r u d e m e a s u r e s . B u t t h e y h a v e n e v e r k n o w n h o w m u c h p r o g r e s s l a y
b e f o r e t h e m u n t i l s u p e r i o r s c a l e s , i n s t r u m e n t s a n d c o n t r o l s b e c a m e a v a i l a b l e t o t h e m . T h e t o o l s n o w
a v a i l a b l e i n a i d o f f i n a n c i a l a d m i n i s t r a t i o n a r e s t i l l c r u d e t o o l s , p o o r l y a r t i c u l a t e d , n e v e r d e l i b e r a t e l y
d e s i g n e d t o d e a l e f f e c t i v e l y w i t h a n y o t h e r m a t t e r t h a n c a s h f l o w s . B u t , a s i t s e e m s t o m e , t h e r e i s a
v a s t l y g r e a t e r o p p o r t u n i t y f o r t h e i d e n t i f i c a t i o n o f v a r i e t i e s o f f i n a n c i a l a n d a d m i n i s t r a t i v e m a l a i s e , a n d
f o r t h e i r t r e a t m e n t , t h a n h a s y e t b e e n i m a g i n e d o r e x p l o r e d . A n d i t s e e m s p o s s i b l e t h a t f i n a n c i a l
a c c o u n t a b i l i t y , b u s i n e s s e f f i c i e n c y a n d t h e d e p l o y m e n t o f r e s o u r c e s g e n e r a l l y c o u l d b e k e p t u n d e r m o r e
o r d e r l y a n d m o r e e x a c t i n g s c r u t i n y t h a n h i t h e r t o . I t a l l d e p e n d s o n h o w s o o n a c o m p r e h e n s i v e ,
v e r s a t i l e , r e a l i s t i c , u p - t o - d a t e a n d c o n t i n u o u s l y u p - t o - d a t e a c c o u n t i n g c o m e s t o b e a d o p t e d . ' S e e a l s o
S t a m p ( 1 9 8 0 a , p 2 0 - 2 9 ) .
9 0 8 M c C r o s s a n ( 2 0 0 5 , p 1 2 ) i n t r o d u c e s a r e c e n t d e v e l o p m e n t , ' F o r n e a r l y a d e c a d e , I n s u r e r s h a v e b e e n
i n c r e a s i n g l y s h o w i n g . . . v a l u e s [ r e f l e c t i n g t h e i n c r e m e n t a l e x p e c t e d r e t u r n o n e q u i t y f r o m b e h a v i o u r a l
e c o n o m i c s m o d e l ] , a n d t h e i r m o v e m e n t s , e i t h e r i n t h e a u d i t e d n o t e s t o t h e f i n a n c i a l s t a t e m e n t s o r i n
u n a u d i t e d s u p p l e m e n t a r y i n f o r m a t i o n t o t h e f i n a n c i a l s t a t e m e n t s u n d e r t h e c a p t i o n o f " e m b e d d e d
v a l u e s " . A n a l y s t s b e c a m e c o m f o r t a b l e i n a n a l y s i n g i n s u r e r s b a s e d o n t r e n d s i n e a r n i n g s a n d e m b e d d e d
v a l u e s c o m b i n e d . ' H o w e v e r , h e d o e s l a m e n t i n c o n s i s t e n c i e s i n r e p o r t i n g f r o m t h e l a c k o f s t a n d a r d s .
P e a s n e l l ( 2 0 0 5 , p 3 ) a l s o d r a w s a t t e n t i o n t o t h e m o v e m e n t b y F A S B a n d I A S B ' t o r e q u i r e d e t a i l e d
s u p p l e m e n t a r y d i s c l o s u r e s . ' S e e a l s o A A S B I 0 3 2 ( 1 9 9 6 ) .
9 0 9 C h a m b e r s ( 1 9 6 9 b , p 3 6 7 , e m p h a s i s a d d e d ) s o u g h t t o i s o l a t e ' t h e f e a t u r e s w h i c h d i s t i n g u i s h a
f i n a n c i a l i n f o r m a t i o n s y s t e m f r o m o t h e r s y m b o l i c s y s t e m s a n d f r o m t h e e m p i r i c a l s y s t e m s w h i c h
u n d e r l i e s y m b o l i c s y s t e m s . . . . A s y m b o l i c s y s t e m i s e s s e n t i a l l y a d e s i g n e d a n a l o g u e m a c h i n e . B u t i f i t
i s a s y s t e m r e l a t i n g t o s o c i o - e c o n o m i c a f f a i r s , i t s d e s i g n m a y b e a s d i f f i c u l t a s t h e c o m p r e h e n s i o n o f
t h e s u b s t r a t e s o c i o - e c o n o m i c s y s t e m . '
3 0 9
F r o m t h e s e s t a t e m e n t s , r a t i o a n a l y s i s a n d d e v e l o p m e n t o f i n d i c a t o r s ( l i k e c u r r e n t o r
q u i c k r a t i o s ) w o u l d b e a v a i l a b l e f o r f i n a n c i a l r i s k a s s e s s m e n t .
T h e f i n a n c i a l s t a t e m e n t s m a y b e s u p p o r t e d b y e l e m e n t s f r o m t h e c o n v e n t i o n a l
a c c o u n t i n g r e p o r t s . T h e s e e l e m e n t s w o u l d b e c o n s i s t e n t w i t h t h e n a r r o w s t e w a r d s h i p
f u n c t i o n o f r e p o r t i n g , h i g h l i g h t i n g i n f o r m a t i o n a b o u t c a p i t a l s u b s c r i b e d b y
s h a r e h o l d e r s , t y p e s o f s h a r e s , i n v e s t m e n t s o f f u n d s i n l a r g e p r o j e c t s a n d c a s h f l o w s .
E c o n o m i c r e p o r t s w o u l d i n t r o d u c e n o n - f i n a n c i a l m e a s u r e m e n t s a n d c a l c u l a t i o n s
( i n c l u d i n g b a r t e r a r r a n g e m e n t s , B e l l o s , 2 0 0 1 ) , a n t i c i p a t o r y d a t a , e c o n o m i c g o a l s a n d
t a r g e t s f o r f u t u r e p e r i o d s , t h u s e x p a n d i n g o n t h e c o n t e n t s o f t h e f i n a n c i a l s t a t e m e n t s .
W h i l e a n e c o n o m i c p o s i t i o n s t a t e m e n t m a y b e d e v e l o p e d a t t h e n a t i o n a l , s e c t o r o r
i n d u s t r y l e v e l , i n t h e t h e s i s t h e e m p h a s i s i s a t t h e e n t i t y l e v e l .
F o r e x a m p l e , a V a l u e A d d e d S t a t e m e n t h a s b e e n p r o p o s e d ( A S S C , 1 9 7 5 ; M c M o n n i e s ,
1 9 7 6 , p 9 9 ) . W h i l e t h i s r e a r r a n g e s s e l e c t e d i n f o r m a t i o n f o u n d i n t h e f i n a n c i a l
s t a t e m e n t s ( A A S B I 0 4 4 , 2 0 0 1 ) , i t m a y i n t r o d u c e f u r t h e r e c o n o m i c d a t a l i k e t h a t
c o n c e r n i n g t h e c o m p e t i t i v e a n d r e g u l a t o r y ' i ' " e n v i r o n m e n t . A s w e l l , i n d u s t r y m a c r o -
e c o n o m i c t y p e d a t a l i k e , i f i n m i n i n g , t h e t o t a l , w o r l d - w i d e r e s e r v e s ( C a l l u s , 2 0 0 4 )
a n d i n v e n t o r i e s h e l d , c o n s u m p t i o n r a t e ( b o t h c o n t e m p o r a r y a n d e x p e c t e d ) a n d m e t a l
p r i c e s m a y b e r e p o r t e d . I f a p p r o p r i a t e , t h e c o n t r i b u t i o n t o G N P ( i n d o l l a r s o r a s a
p e r c e n t a g e ) m a y b e i n c l u d e d .
A k e y f u n c t i o n o f t h e s e r e p o r t s i s t o p r o v i d e a n t i c i p a t o r y d a t a . T h e s e m a y b e i n
m o n e t a r y , o t h e r q u a n t i t a t i v e o r q u a l i t a t i v e t e r m s . I f m o n e t a r y , t h e v a l u e - i n - u s e o r n e t
r e a l i z a b l e v a l u e o f a s s e t s a n d t h e p o t e n t i a l s e t t l e m e n t a m o u n t s o f o b l i g a t i o n s m a y b e
r e p o r t e d . A s r e g a r d s l i a b i l i t i e s f o r b o n d s f o r w h i c h a m a r k e t e x i s t s , t h i s o b l i g a t i o n
m a y b e r e p o r t e d a t t h a t a m o u n t a n d r e c o n c i l e d w i t h t h e c o n t r a c t u a l a m o u n t r e p o r t e d
a s t h e l i a b i l i t y i n t h e f i n a n c i a l s t a t e m e n t s . O b l i g a t i o n s f o r i t e m s l i k e e m p l o y e e l o n g
s e r v i c e l e a v e m a y b e a t a n a c t u a r i a l a m o u n t , a g a i n p o s s i b l y r e c o n c i l e d w i t h t h e
c o n t r a c t u a l a m o u n t r e p o r t e d i n t h e f i n a n c i a l s t a t e m e n t s . F o r o b l i g a t i o n s f o r c l a i m s
m a d e b y e m p l o y e e s a g a i n s t t h e e n t i t y , f a c t o r s t o b e c o n s i d e r e d i n c l u d e c h a n c e o f
s u c c e s s i n d e f e n c e , p o t e n t i a l s e t t l e m e n t a m o u n t s , n u m b e r o f c l a i m s ( a c t u a l o r
e x p e c t e d ) o r d i s c o u n t r a t e t o b e u s e d s u g g e s t a n a m o u n t c a l c u l a t e d f r o m e i t h e r a n
a c t u a r i a l o r a n e n t i t y - s p e c i f i c m o d e l .
M o d e l s m a y i n v o l v e n o n - m o n e t a r y n u m b e r s . S u c h f i g u r e s m a y o f c o u r s e b e r e p o r t e d
i n t h e i r o w n r i g h t . A s r e g a r d s c o n t i n g e n t o b l i g a t i o n s t o c u s t o m e r s f o r s a y w a r r a n t y
p r o v i s i o n s , r e p o r t s m a y i n c l u d e c l a i m s ( p e r h a p s a s t h e p e r c e n t a g e o f t o t a l
c u s t o m e r s ) ,
• a c t u a l l y m a d e ,
• s u c c e s s f u l l y d e f e n d e d t o d a t e ,
• s e t t l e d o u t o f c o u r t ,
• w i t h d r a w n b y t h e c l a i m a n t , o r
• o t h e r w i s e d e a l t w i t h .
9 1 0 A p l a u s i b l e c a s e m a y e x i s t f o r d a t a h e r e t o b e i n c l u d e d i n t h e S o c i a l R e p o r t s .
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T h e s e d a t a m a y b e o f p a s t a n d c o n t e m p o r a r y e x p e r i e n c e s o r t h a t e x p e c t e d . T h e
r e p o r t i n g o f t h e d a t a m a y f o l l o w t h e g u i d e l i n e s f o u n d i n M a n a g i n g f o r O u t c o m e s
( Q u e e n s l a n d T r e a s u r y , 1 9 9 7 ) . W o r k i n t h a t a r e a i n c l u d e s m o n e t a r y m e a s u r e s a n d n o n -
m o n e t a r y i n d i c a t o r s .
S o c i a l d a t a t o b e r e p o r t e d c o n t i n u e t o b e d i s c u s s e d ( S h i r a z , 1 9 9 8 ; F r o s t , 2 0 0 3 , p 6 9 0 -
7 1 6 ; O r a h a m & N e u , 2 0 0 3 , p 4 5 0 ) . R e p o r t s h e r e w o u l d i n c l u d e d a t a o n p o l i c y
d e v e l o p m e n t , p o l i c y a p p l i c a t i o n , q u a l i t a t i v e d e s c r i p t i o n o f v a r i o u s i t e m s w h i c h m a y
b e r e p o r t e d " ! ' a n d m u c h o f t h e d a t a p r e s e n t l y f o u n d w i t h i n e x t a n t n o n - f i n a n c i a l
i n d i c a t o r s ( S u l l i v a n , 2 0 0 2 ) .
E n v i r o m n e n t a l i s s u e s a r e c e r t a i n l y i n c o r p o r a t e d , a l t h o u g h o f t e n i n s t a n d - a l o n e
r e p o r t s .
9 1 2
I t e m s i n c l u d e d r a n g e o v e r g e n e r a l o n e s o f p r i n c i p l e ( B a l l , 1 9 9 6 ) ,
i n s t i t u t i o n a l o n e s r e g a r d i n g M I S s r e q u i r e d ( B u r r i t t , 1 9 9 8 ) a n d t h e n e e d f o r s t a n d a r d s
( B u r r i t t , 1 9 9 9 ) , i n c l u d i n g o n e o n ' l i a b i l i t i e s ' ( W o o d , 1 9 9 8 ) . A s w e l l , p a r t i c u l a r i t e m s
o f f i n a n c i a l , e c o n o m i c a n d s o c i a l t y p e s a r e i l l u s t r a t e d ( S u r m e r & V o n d r a , 1 9 9 2 ) , o f t e n
i n t h e c o n t e x t o f t r i p l e - b o t t o m - l i n e r e p o r t i n g ( C h a r l e s , 2 0 0 5 ) .
L i n k e d w i t h t h e s e r e p o r t s i s t h e C O S t a t e m e n t ( m e t i n 7 . 3 ) . A m o o t p o i n t i s w h e t h e r
t h i s s h o u l d b e r e t a i n e d o r p e r h a p s i n t e g r a t e d w i t h i n t h e a b o v e s e t o f i n t e r r e l a t e d
r e p o r t s , a s d a t a i n c l u d e d m a y a l r e a d y o v e r l a p w i t h p r e s e n t s t a t e m e n t s . O n e a r e a
c o n c e r n s r i s k a n d i t s a n a l y s i s ( A S X , 2 0 0 3 , p I 1 , P r i n c i p l e 7 ) .
M a l o n e y ( 2 0 0 5 , p 4 7 ) p o i n t s o u t t h a t t h e c o n c e p t o f r i s k m a n a g e m e n t h a s e x i s t e d f o r
d e c a d e s . I n m o r e r e c e n t d e c a d e s , b u s i n e s s e x e c u t i v e s h a v e a p p l i e d t h e c o n c e p t n o w
r e s e a r c h e d a n d t a u g h t i n a c a d e m i a . I n t e r a c t i o n s w i t h a c c o u n t i n g w e r e f o u n d ( Z u b e r &
B e r r y , 1 9 9 2 ) , b u t a s f o u n d i n e a r l i e r C h a p t e r s , a g a i n s e e m e d t o b e a t a l e v e l d i f f e r e n t
f r o m C h a m b e r s ' c o n t e m p o r a r y f i n a n c i a l p o s i t i o n a n d p e r f o r m a n c e . M a l o n e y ( 2 0 0 5 ,
p 4 8 ) i m p l i c i t l y a g r e e s , d e b a t i n g w h e t h e r , a f t e r v a r i o u s f i n a n c i a l c o l l a p s e s , t h e ' r i g h t
q u e s t i o n s ' w e r e bein~ f o r m u l a t e d . I ' " i n c l u d i n g t h o s e o f t h e q u a l i t y o f d a t a f o u n d i n
f i n a n c i a l s t a t e m e n t s . " 4
A s a d i r e c t r e s u l t o f c o r p o r a t e c o l l a p s e s l i k e E n r o n i n U S A , t h e C o m m i t t e e o f
S p o n s o r i n g O r g a n i s a t i o n s ( C O S O ) h a s d e v e l o p e d a n E n t e r p r i s e R i s k M a n a g e m e n t
F r a m e w o r k ( C a m p b e l l , 2 0 0 5 , p 5 8 ) . T h e m o r e t r a d i t i o n a l i n t e r n a l c o n t r o l s w i t h i n a n
9 1 1 F o r i n s t a n c e , r e a s o n s f o r s u d d e n h i g h p r o f i t s , a s f o u n d i n o i l - r e l a t e d c o m p a n i e s , m a y b e i d e n t i f i e d
a n d e x p l a i n e d ( B a i l e y , 2 0 0 4 ) .
9 1 2 S e l e c t e d w e b s i t e r e f e r e n c e s i n c l u d e w w w . b h p b i l l i t o n . c o m f o r B H P B i l l i t o n , w w w . c a l t e x . c o m . a u f o r
C a l t e x a n d w w w . s h e l l . c o m f o r S h e l l .
9 1 J M a l o n e y ( 2 0 0 5 , p 4 8 - 4 9 ) , ' W h i l e t h e s e p o s t - c o l l a p s e r e m e d i e s ( o r i s t h a t r e s p o n s e s ? ) m a y s t o p m o r e
s u c h c o l l a p s e s i n t h e s h o r t t e r m , w e s h o u l d a l s o b e a s k i n g w h y t h e y o c c u r r e d i n t h e f i r s t p l a c e . . . .
P e r h a p s o u r s o - c a l l e d e x p e r t s a r e l a c k i n g i n i m a g i n a t i o n , o r d o n ' t a s k t h e r i g h t q u e s t i o n s , o r a r e n o t
a l l o w e d t o a s k t h e r i g h t q u e s t i o n s ; o r p e r h a p s t h e y d o n ' t k n o w e n o u g h o r a r e n o t r e a l i s t i c e n o u g h t o
k n o w t h e c o r r e c t q u e s t i o n s t o a s k . '
9 1 4 M a l o n e y ( 2 0 0 5 , p 4 9 , e m p h a s i s a d d e d ) , ' W h e n t h e b o t t o m l i n e a p p e a r s s o u n d , s h a r e h o l d e r s a r e
h a p p y , e x e c u t i v e s c o n t i n u e t o r e c e i v e t h e i r p a c k a g e s a n d c u s t o m e r s e r v i c e c o n t i n u e s t o d e c r e a s e . T h e n
" a l l o f a s u d d e n " t h e c u r t a i n i s t o m a n d t h e t r u e p i c t u r e i s r e v e a l e d , d i v i d e n d s s t o p , t h e s h a r e p r i c e
t u m b l e s , t h e c o m p a n y d o w n s i z e s i f i t i s l u c k y , o r i t s a s s e t s a r e s o l d o f f t o p a y c r e d i t o r s . S t a f f l o s e t h e i r
j o b s . '
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e n t e r p r i s e a r e s e e n a s o n e c o m p o n e n t o n l y o f r i s k a n a l y s i s , w h i c h i s b r o a d e n e d t o
i n c l u d e e x t e r n a l i s s u e s l i k e c o m p l i a n c e a n d r e p o r t i n g t o o t h e r s t a k e h o l d e r s . I n d e e d , i t
i s s u g g e s t e d a ' l a r g e n e w r i s k i n d u s t r y ' n o w e x i s t s ( T h e E c o n o m i s t , 2 0 0 6 g , p i 1 ) .
T h i s s u g g e s t i o n i s c o n s i s t e n t w i t h I F R S 7 ( l A S B , 2 0 0 5 ) w h i c h r e q u i r e s d i s c l o s u r e o f
e s t i m a t e s o f c r e d i t r i s k , l i q u i d i t y r i s k a n d m a r k e t r i s k .
9 1 5
I n t h e c a s e o f f i n a n c i a l
i n t e r m e d i a r i e s , M c C r o s s a n ( 2 0 0 5 , p S ) s u g g e s t s e x p o s u r e i s h a d t o
• f i n a n c i a l / e c o n o m i c r i s k , a n d
• c u s t o m e r b e h a v i o u r a l r i s k .
H e s e e s b o t h a s i n f l u e n c i n g t h e e s t i m a t e s o f t h e v a l u a t i o n v " o f a s s e t s a n d l i a b i l i t i e s
w h i c h a r e e v e n t u a l l y i n c l u d e d i n t h e f i r m ' s r e p o r t s . S i m i l a r l y , B o r i o a n d T s a t s a r o n i s
( 2 0 0 5 , p l ) s e e k ' a n a g r e e d , r i c h e r i n f o r m a t i o n s e t a b o u t t h e f i n a n c i a l c h a r a c t e r i s t i c s o f
a f i r m ' w h i c h c o v e r s
• p o i n t - e s t i m a t e s f o u n d i n p r e s e n t f i n a n c i a l s t a t e m e n t s o f c u r r e n t f i n a n c i a l
c o n d i t i o n ,
• e s t i m a t e s o f r i s k p r o f i l e s , a n d
• m e a s u r e s o f u n c e r t a i n t y .
H o w e v e r , the~ d o n o t e x p e c t f u l l r e c o n c i l i a t i o n b e t w e e n f i n a n c i a l s t a t e m e n t s a n d r i s k
m a n a g e m e n t . 1 7 A r g u m e n t s h e r e s e e m c o n s i s t e n t w i t h C h a m b e r s ' ' t o t a l s c e n e ' .
H o w e v e r , c a u t i o n i s n e e d e d i n d e t e r m i n i n g t h e m o n e t a r y a m o u n t t o b e i n c l u d e d i n
c o r p o r a t e f i n a n c i a l s t a t e m e n t s .
C o u g h l i n ( 2 0 0 5 , p 9 ) c e r t a i n l y a g r e e s a s ' a c c o u n t i n g i n t h e 2 1 s t c e n t u r y i s a b o u t m u c h
m o r e t h a n n u m b e r s ' . T h e s k i l l s u s e d i n w h a t h e t e r m s t r a d i t i o n a l f u n c t i o n s ( a u d i t ,
a c c o u n t i n g s t a n d a r d s , f i n a n c i a l r e p o r t i n g a n d C a ) a r e n o w t o b e u s e d i n a r e a s o f n o n -
f i n a n c i a l d a t a f o r u s e i n s t r a t e g i c b u s i n e s s t h i n k i n g , i n n o v a t i o n a n d l e a d e r s h i p w i t h i n
a c o n t e x t o f a b r o a d e r c o n c e p t o f c o r p o r a t e a c c o u n t a b i l i t y . i " T h i s t o o i s c o n s i s t e n t
w i t h C h a m b e r s ' i d e a o f a c c o u n t i n g b e i n g a g e n e r i c t e r m c a p a b l e o f c o v e r i n g i n t e r -
d i s c i p l i n a r y m a t t e r s . H o w e v e r , C o C o A r e m a i n s a c o n s t r a i n e d a n d w e l l - d e f i n e d
p r o c e s s t o p r o d u c e c o n t e m p o r a r y f m a n c i a l p o s i t i o n a n d p e r f o r m a n c e , t h o u g h t h e
p r o c e s s r e m a i n s s y s t e m a t i c a l l y l i n k e d t o b r o a d e r r e p o r t i n g o f e c o n o m i c a n d s o c i a l
t y p e s .
9 1 5 B a r t h ( 2 0 0 5 , p 2 2 ) p o i n t s o u t t h a t d i s c l o s u r e o f m o s t e s t i m a t e s i s o f a m e a n ; d i s c l o s u r e o f v a r i a n c e
s h e s u g g e s t s ' c a n b e i m p o r t a n t t o u s e r s i n m a k i n g t h e i r e c o n o m i c d e c i s i o n s . '
9 1 6 P e a s n e l l ( 2 0 0 5 , p 2 3 - 2 4 ) c o m m e n t s , ' F i n a n c i a l i n s t i t u t i o n s a p p l y a n d r e g u l a t o r s o v e r s e e c o m p l e x
r i s k m a n a g e m e n t s t r a t e g i e s u s i n g v a l u e a t r i s k t e c h n i q u e s . I n t h i s n e w w o r l d , t h e a p p l i c a t i o n o f f a i r
v a l u e a c c o u n t i n g t o f i n a n c i a l i n s t r u m e n t s p r e s e n t s a h u g e o p p o r t u n i t y t o a d v a n c e t h e q u a l i t y o f
f i n a n c i a l r e p o r t i n g b y f i n a n c i a l i n s t i t u t i o n s . T h e m e a s u r e m e n t p r o b l e m s a r e f o r m i d a b l e . '
9 1 7 B o r i o a n d T s a t s a r o n i s ( 2 0 0 5 , p 2 0 ) , ' I t i s c l e a r l y u n r e a l i s t i c t o e x p e c t t h a t t h e n e e d s o f a c c o u n t i n g
a n d r i s k m a n a g e m e n t c o u l d b e f u l l y r e c o n c i l e d . T e n s i o n s a r e b o u n d t o r e m a i n a s a r e s u l t t o d i f f e r e n c e s
i n t h e o b j e c t i v e s a n d " d e g r e e s o f f r e e d o m " i n t h e t w o d i s c i p l i n e s . Q u e s t i o n s o f w h a t c a n a n d c a n n o t b e
r e c o g n i s e d a s a s s e t s a n d l i a b i l i t i e s , b a s e d o n c r i t e r i a s u c h a s t h e v e r i f i a b i l i t y o f t h e c o r r e s p o n d i n g
a m o u n t s , a r e a n o b v i o u s e x a m p l e . E v e n s o , t h e r e s e e m s t o b e c o n s i d e r a b l e s c o p e f o r a n a r r o w i n g o f t h e
g a p b e t w e e n t h e t w o p e r s p e c t i v e s . I t i s d e s i r a b l e t o s t r e n g t h e n e f f o r t s t o t h i s e n d . '
9 1 8 T h i s c o n t e x t i s r e f e r r e d t o u n d e r v a r i o u s t i t l e s - c o r p o r a t e s o c i a l r e s p o n s i b i l i t y , c o r p o r a t e
s u s t a i n a b i l i t y , t r i p l e b o t t o m l i n e r e p o r t i n g - a b a n e o n p r o g r e s s i o n m e t i n t h e t h e s i s w h i c h l e a d s t o
c o n f u s i o n .
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9 . 5 C h a m b e r s , h i s v i s i o n a n d t h e f u t u r e o f C o C o A
H i s t o r i c a l d o c u m e n t s a n d t h e i r a n a l y s i s c a n n o t a l o n e t e l l t h e w h o l e s t o r y o f
C h a m b e r s ' C o C o A . C e r t a i n l y a r e s e a r c h e r m a y b e c h a r g e d w i t h b e i n g u n t r u s t w o r t h y
o n p a r t i c u l a r e m o t i o n a l a s p e c t s , e v e n t h o u g h i n c a s e s l i k e t h i s s t u d y , e m p h a s e s a r e
p l a c e d , a s d i d C h a m b e r s , o n e x t e r n a l v e r i t y a n d i n t e r n a l 1 0 g i c .
9 l 9
W h i l e a n
u n d e r m i n i n g o f e s t a b l i s h e d i n s t i t u t i o n s o f a u t h o r i t y ( s u c h a s t h o s e i n w h i c h
c o n v e n t i o n a l a c c o u n t i n g h e l d s w a y ) m a y b e s e e n a s a t r i u m p h o f t h e i n q u i s i t i v e m i n d
o r a r e l e n t l e s s q u e s t f o r t r u t h , i t i s n o t w i t h o u t c o s t s a t v a r i o u s l e v e l s o f s o c i e t y .
S o m e r e m a i n e d c o m p l e t e l y c r i t i c a l o f C o C o A , f i n d i n g f e w i f a n y r e d e e m i n g q u a l i t i e s .
A n d e r s o n & L e f t w i c h , ( 1 9 7 4 ) a t t e m p t e d t o u n d e r m i n e t h e s y s t e m , b u t C h a m b e r s
( 1 9 7 4 ) i n t u r n q u e s t i o n e d t h e l o g i c o f t h e i r a r g u m e n t . S t a m p ( 1 9 8 3 , p 1 2 7 ) c o n c l u d e d
o f a C h a m b e r s ' s u r v e y i n p a r t i c u l a r a n d o f C o C o A i n g e n e r a l ,
O n e c o u l d s u m u p . . . b y d e s c r i b i n g i t a s a c u r a t e ' s e g g . I t i s g o o d i n p a r t s , b u t
a g o o d c a s e i s s p o i l t b y e x a g g e r a t i o n s a n d o m i s s i o n s . . . .
I n d e e d , w h e n C h a m b e r s i s c o n f r o n t e d w i t h t h e c a s e f o r r e p l a c e m e n t c o s t h e i s
a p t t o a l l o w h i s q u e r u l o u s n e s s t o g e t t h e b e t t e r o f h i m . . . . I f t h e c a s e f o r
C o C o A h a s t o s t a n d o n t h a t s t y l e o f a r g u m e n t . . . i t w i l l s u r e l y f a l l .
T h i s c o n c l u s i o n w o u l d b e e x p e c t e d i n a r g u m e n t b a s i c a l l y f o u n d e d o n d e n u n c i a t i o n
( b u t d i l u t e d w i t h d e v i o u s c o m p l i m e n t s ) . D e s p i t e b e i n g o r i g i n a l l y i n s u p p o r t o f
C h a m b e r s ' t h i n k i n g ( C o l l e c t i o n , S U A P 2 0 2 , B o x 5 8 , # 1 0 3 8 5 ; B o x 3 0 , # 9 2 4 7 ) , S t a m p
e v e n t u a l l y b e c a m e m o s t s y m p a t h e t i c t o t h e C C A / r e p l a c e m e n t c o s t m e t h o d ( B o x 2 3 ,
# 8 0 6 3 ) . D e s p i t e s u c h t r i b u l a t i o n s , C h a m b e r s p e r s i s t e d w i t h h i s a r g u m e n t .
B e i n g w e l l v e r s e d i n h i s d i s c i p l i n e o f a c c o u n t i n g a n d r e l a t e d p r o f e s s i o n a l p r a c t i c e ,
C h a m b e r s s~ent m u c h e f f o r t s t u d y i n g d e v e l o p m e n t s i n o t h e r d i s c i p l i n e s a n d
p r o f e s s i o n s . " 0 N e v e r t h e l e s s , i n t e r d i s c i p l i n a r y s t u d y d o e s p r o v i d e a m e a n s t o r e s o l v e
t e n s i o n s i n b o t h u n d e r l y i n g r e a s o n i n g a n d a p p l i c a t i o n s . H e h e l d s t r o n g v i e w s o n
r e l a t i o n s b e t w e e n p r o f e s s i o n a l o r g a n i s a t i o n s a n d u n i v e r s i t i e s , e s p e c i a l l y a s r e g a r d s
r e s e a r c h , s e e i n g t e n s i o n s a r i s i n g f r o m b o t h s i d e s .
9 2 1
W h i l e h i s r e s e a r c h l e f t a c l e a r
9 1 9 K n i g h t ( 1 9 5 5 , p 2 6 8 ) , ' W h a t m a k e s e c o n o m i c r e v i e w i n g ( a n d a l l c r i t i c i s m , a n d d i s c u s s i o n ) d i f f i c u l t
i s t h a t w r i t e r s a n d t e a c h e r s o f s t a n d i n g d o n o t a g r e e o n t h e A B C ' s o f t h e i r s u b j e c t , t h e d e f i n i t i o n o f
t h e i r " s c i e n c e " a n d i t s e l e m e n t a r y c o n c e p t s , a n d t h e s t a t e m e n t o f i t s f i r s t p r i n c i p l e s . . . . B u t o n e c a n n o t
a p p r a i s e i d e a s w i t h o u t j u d g i n g m e n - m a k i n g " o d o r o u s c o m p a r i s o n s . " F o r , i n j u d g i n g a n o t h e r o n e i s
i m p l i c i t l y j u d g i n g o n e s e l f , a n d m u s t l e a v e i t t o t h e " g e n t l e r e a d e r " t o j u d g e w h e r e t h e j u d g m e n t f a l l s . A
r e v i e w e r m u s t p o i n t o u t " e r r o r s " a n d t r y t o f i n d t h e i r r o o t s , n o t f o r t h e s a k e o f c o n t r o v e r s y b u t f o r t h e
s a k e o f " t h e c a u s e , " o f t r u t h , i n t h i s c a s e o f e d u c a t i o n i n e c o n o m i c s - b e g i n n i n g w i t h m u t u a l e d u c a t i o n
o f t h e e d u c a t o r s . '
9 2 0 C h a m b e r s ( 1 9 8 3 , p 4 6 6 - 4 6 7 ) , ' T h e h i s t o r y o f e v e r y t r a d e a n d p r o f e s s i o n h a s b e e n m a r k e d b y a l o n g
p e r i o d o f p r a c t i c e b a s e d o n t r a d i t i o n , o n t r u s t b y t h e p r e s e n t g e n e r a t i o n i n t h e w i s d o m o f t h e r u l e s o f
t h u m b , c o n v e n t i o n s a n d d o c t r i n e s o f i t s f o r e b e a r s . I n m a n y f i e l d s , h o w e v e r , p r o g r e s s i v e l y s u p e r i o r
k n o w l e d g e a n d s k i l l , n e w l e v e l s o f e x c e l l e n c e , h a v e e m e r g e d , w h e n t h e t r a d i t i o n a l w i s d o m h a s c o m e
s e r i o u s l y u n d e r q u e s t i o n . '
9 2 1 C h a m b e r s ( 1 9 8 3 , p 4 6 7 - 4 6 8 ) , ' I n m a n y p l a c e s t h e p r o f e s s i o n a l o r g a n i s a t i o n s a n d t h e i r a u x i l i a r i e s
p a y l i t t l e a t t e n t i o n t o t h e c a p a c i t i e s o f t h e u n i v e r s i t i e s f o r r e s e a r c h o n p r a c t i c a l m a t t e r s . T h e y h a v e t h e i r
o w n r e s e a r c h e r s " i n h o u s e " , r e m o v e d f r o m t h e a t m o s p h e r e o f i n d e p e n d e n t i n q u i r y o f t h e u n i v e r s i t i e s
a n d s t r o n g l y c o n d i t i o n e d b y t h e c o n v e n t i o n a l w i s d o m o f t h e i r t i m e . I n m a n y p l a c e s , o n t h e o t h e r h a n d ,
u n i v e r s i t y r e s e a r c h e r s p a y l i t t l e a t t e n t i o n t o t h e a p p l i c a t i o n o f t h e o r e t i c a l a n a l y s i s t o t h e t e c h n i c a l
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m e s s a g e i n p r i n c i p l e , d e b a t e b e c o m e s a l i t t l e m u d d i e r w h e n a p p l i c a t i o n i s s u e s a r e
c o n s i d e r e d . H o w w o u l d h e s e t a b o u t r e s o l v i n g a p p l i c a t i o n p r o b l e m s m e t i n a c c o u n t i n g
f o r
• ' l i a b i l i t y ' f o r e x e c u t i v e o p t i o n s w h i c h f o r p a r t o f c o m p e n s a t i o n p l a n s ,
• p e n s i o n o b l i g a t i o n s , o r
• c l a i m s b y t h o s e a f f e c t e d b y a s b e s t o s - r e l a t e d h e a l t h c o n c e r n s ,
b e i n g d e b a t e d a t t h e s o c i a l a n d e c o n o m i c l e v e l ? H e w o u l d r e s o l v e t h e i s s u e s a t t h e
f i n a n c i a l l e v e l b y a c o n s t r a i n t o f u s i n g p a s t a n d c o n t e m p o r a r y d a t a o n l y .
T h e t w o f o l l o w i n g q u o t a t i o n s s u m m a r i z e t h e v i s i o n ( a n d f r u s t r a t i o n p r o b a b l y m e t ) i n
t h e d e v e l o p m e n t o f C o C o A . I n t h e f i r s t , C h a m b e r s ( 1 9 6 9 b , p 3 6 8 ) r e v e a l s a t a g e n e r a l
l e v e l w h a t h e w a s a b o u t a n d h i s i n t o l e r a n c e o f e x c u s e s f o r n o t d e a l i n g w i t h ' t h e t o t a l
s c e n e ' :
[ W ] e m a y e a s i l y i n v e n t s y s t e m s f o r d o i n g s o m e t h i n g . I t i s o n l y a l i t t l e l e s s e a s y
t o i n v e n t a s y s t e m f o r d o i n g m a n y t h i n g s . I t i s r a t h e r m o r e d i f f i c u l t t o c o n s t r u c t
a s y m b o l i c s y s t e m w h i c h w i l l d o m a n y r e q u i r e d t h i n g s u n d e r c o n s t r a i n t s
i m p o s e d b y d i v e r s e e l e m e n t s o f t h e m a t r i x o f t h e s y s t e m . I t i s m u c h e a s i e r t o
n e g l e c t t h e k n o t t i e r p r o b l e m s o r t o s l i p t o o m a n y o f t h e m i n t o c e t e r i s p a r i b u s .
B u t t h e r e s u l t w i l l s e r v e p o o r l y t h e c o n d u c t o f p r a c t i c a l a f f a i r s . O n l y a s y s t e m
w h i c h c o r r e s p o n d s a s c l o s e l y a s p o s s i b l e w i t h t h e e l e m e n t s o f t h e e m p i r i c a l
m a t r i x a n d t a k e s a c c o u n t o f t h e i r i n t e r d e p e n d e n c i e s w i l l s e r v e .
R e g a r d i n g t h e s e c o n d , C h a m b e r s ( l 9 7 0 b , p 2 8 ) , c r i t i c i s i n g t h e t h e n f i n a n c i a l
s t a t e m e n t s ( c r i t i c i s m s w h i c h p e r h a p s s t i l l r e m a i n c u r r e n t ) , s h o w e d h i s f r u s t r a t i o n w i t h
e x c l u s i o n o f a c q u i r e d k n o w l e d g e - e s p e c i a l l y o f a q u a n t i t a t i v e t y p e - f r o m
a c c o u n t i n g :
F i n a n c i a l s t a t e m e n t s a t p r e s e n t a r e v e r y s i m i l a r t o t h e p r o n o u n c e m e n t s o f t h e
G r e e k o r a c l e s . T h e d e l i v e r a n c e s o f t h e o r a c l e s , y o u m a y r e m e m b e r , w e r e
c o u c h e d i n t e r m s w h i c h c o u l d b e i n t e r p r e t e d i n m o r e w a y s t h a n o n e . W h a t e v e r
c o u r s e w a s c h o s e n b y t h o s e w h o c o n s u l t e d t h e o r a c l e , t h e o u t c o m e c o u l d b e
s h o w n a f t e r t h e e v e n t t o t a l l y w i t h w h a t t h e o r a c l e s a i d . T h e m o d e r n
c o u n t e r p a r t s o f t h e o r a c l e s , o f c o u r s e , a r e t h e a s t r o l o g e r s , w h o s e h o r o s c o p e s
a r e s i m i l a r l y v a g u e . I n a n a g e i n w h i c h k n o w l e d g e a n d d e l i b e r a t e c a l c u l a t i o n s
h a v e s o e x t e n s i v e l y s u p p l a n t e d d i v i n a t i o n , i t i s o d d t o f i n d s u c h v a g u e ,
c o n t r a d i c t o r y a n d i n c o n s i s t e n t p r o n o u n c e m e n t s i n p u b l i s h e d f i n a n c i a l
s t a t e m e n t s , a s o n e m i g h t f i n d i n t h e p r o n o u n c e m e n t s o f t h e o r a c l e s a n d
a s t r o l o g e r s . O n e c a n s c a r c e l y a v o i d t h e c o n c l u s i o n t h a t w e h a v e a d v a n c e d l i t t l e
i n t h i s r e s p e c t i n o v e r 2 0 0 0 y e a r s a n d t o j u d g e b y t h e m o u n t i n g c r i t i c i s m , t h e
b u s i n e s s c o m m u n i t y s e e m s t o t h i n k t h a t i s n o t g o o d e n o u g h .
T h e f a b r i c o f a c c o u n t i n g - b o t h i t s s o - c a l l e d t h e o r e t i c a l j u s t i f i c a t i o n s a n d i t s
p r a c t i c e s - a r e s h o t t h r o u g h w i t h f u n d a m e n t a l e r r o r s .
p r a c t i c e s a n d p r o b l e m s o f t h e p r o f e s s i o n . T h e i r i n q u i r i e s b e c o m e a b s t r u s e , t h e i r p u b l i c a t i o n s r e a d a b l e
b y f e w e r a n d f e w e r . T h e y t u r n t o d i a l e c t i c a n d s h u n p r o b l e m - s o l v i n g . S o m e p r o f e s s t o e n g a g e i n w h a t
t h e y d o f o r i t s o w n s a k e , w h i c h i s j u s t a n o t h e r w a y o f s a y i n g : d o n o t a s k u s t o b e f r u i t f u l , c o l l a b o r a t i v e
o r a c c o u n t a b l e . T h e r e i s t h u s a c l o s i n g o f r a n k s o n b o t h s i d e s .
' I s e e n o g o o d r e a s o n f o r t h i s i n t r a n s i g e a n c e ( s i c ) . '
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I t s h o u l d p e r h a p s b e r e m e m b e r e d t h a t C h a m b e r s ' r e s o r t i s t o s c i e n t i f i c i n q u i r y a n d
k n o w l e d g e ( w i t h i t s e m p h a s e s o n o b s e r v a t i o n , m a t h e m a t i c s a n d m e a s u r e m e n t ) .
H i s t o r y t e l l s t h a t o v e r t i m e , t h e s e w e r e r e g a r d e d w i t h s u s p i c i o n b y m a n y , b e i n g l i n k e d
t o ' m a g i c a l ' p u r s u i t s a n d e v e n t o p r a c t i c e s i n t h e o c c u l t ( W o o l l e y , 2 0 0 1 , p 2 0 - 2 1 , p 5 4 -
5 5 ) .
S o m e c o m f o r t m a y b e g a i n e d f r o m w o r d s ( T h e E c o n o m i s t , 1 8 4 3 ) w r i t t e n i n t i m e s
d i s c u s s e d i n C h a p t e r 2 ,
I t i s o n e o f t h e m o s t m e l a n c h o l y r e f l e c t i o n s o f t h e p r e s e n t d a y , t h a t w h i l e w e a l t h
a n d c a p i t a l h a v e b e e n r a p i d l y i n c r e a s i n g , w h i l e s c i e n c e a n d a r t h a v e b e e n
w o r k i n g t h e m o s t s u r p r i s i n g m i r a c l e s i n a i d o f t h e h u m a n f a m i l y , a n d w h i l e
m o r a l i t y , i n t e l l i g e n c e , a n d c i v i l i z a t i o n h a v e b e e n r a p i d l y e x t e n d i n g o n a l l h a n d s
- t h a t a t t h i s t i m e , t h e g r e a t m a t e r i a l i n t e r e s t s o f t h e h i g h e r a n d m i d d l e c l a s s e s ,
a n d t h e p h y s i c a l c o n d i t i o n o f t h e l a b o u r i n g a n d i n d u s t r i a l c l a s s e s , a r e m o r e a n d
m o r e m a r k e d b y c h a r a c t e r s o f u n c e r t a i n t y a n d i n s e c u r i t y .
I n c u r r e n t t i m e s o f d e b a t e s o n G l o b a l i s a t i o n a n d o n t h e g r o w i n g s p r e a d b e t w e e n r i c h
a n d p o o r , C h a m b e r s ' w o r d s o f w i s d o m , r a t h e r t h a n b e i n g s e e n a s o n e o f t h e t e m p o r a r y
b l i p s i n t h e a r g u a b l y u n - w i n n a b l e a t t e m p t s
• t o m a k e m a n a g e m e n t a c c o u n t a b l e w i t h i n a C O f r a m e w o r k , a n d
• t o p r o v i d e i n f o r m a t i o n i n a s y s t e m a t i c w a y f o r d e c i s i o n - m a k i n g o r c h o i c e ,
w i l l c o n t i n u e t o b e c i t e d a n d u s e d i n r e s e a r c h .
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I t i n s o m e w a y s s e e m s s t r a n g e t h a t
C o C o A - a c h a l l e n g e t o t h e t r a d i t i o n s o f t h e M a y L e g a c y - i s n o w c h a l l e n g e d a s t o o
t r a d i t i o n a l i n i t s l a c k o f u s e o f m o d e l s a n d f o r m u l a e u s e d i n f i n a n c i a l m a r k e t s . O f
c o u r s e , d e b a t e b e c o m e s u n n e c e s s a r i l y c o m p l e x a s d a t a a r e m i x e d f r o m d i s t i n c t t i m e
p e r i o d s a n d b y t h e f u n c t i o n o f a c c o u n t i n g m o v i n g a m o n g d i s t i n c t d i s c i p l i n a r y l e v e l s .
T h e b o u n d a r i e s o f c o m m o n s e n s e w o u l d s e e m t o t r e a t s c e p t i c a l l y c l a i m s t h a t
' i n v e s t m e n t c o u l d b e t u r n e d i n t o a q u a n t i f i a b l e s c i e n c e i n w h i c h p r o f i t s w e r e v i r t u a l l y
g u a r a n t e e d ' ( T h o m a s , 1 9 9 9 , p 2 4 ) . A n a p p r e c i a t i o n o f C h a m b e r s ' t o t a l s c e n e
( i n c l u d i n g C o C o A ) w o u l d s e e m a n a l t e r n a t i v e , p o t e n t i a l l y m o r e f r u i t f u l , c l a i m .
9 . 6 S u m m a r y a n d c o n c l u s i o n s
W i t h c e r t a i n t y , d e b a t e w i l l c o n t i n u e o n t h e d e f i n i t i o n / r e c o g n i t i o n o f l i a b i l i t i e s
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a n d
t h e i r m e a s u r e m e n t .
9 2 2 C h a m b e r s ' i n f l u e n c e p e r h a p s s i m p l y f o l l o w s t h a t o f r e v o l u t i o n s o v e r t i m e , a s s u g g e s t e d i n T h e
E c o n o m i s t , ( 2 0 0 6 f , p I 5 ) , ' A s a r u l e , s o m e p e o p l e , s u c h a s J a c o b i n s , t e n d t o b e m o r e e n t h u s i a s t i c a b o u t
r e v o l u t i o n s t h a n o t h e r s , s u c h a s m o n a r c h s . A n o t h e r f a i r l y r e l i a b l e r u l e i s t h a t r e v o l u t i o n s a b r u p t e n o u g h
t o b e a s s o c i a t e d w i t h a s i n g l e y e a r ( \ 6 4 2 , 1 7 8 9 , 1 8 4 8 , 1 9 1 7 ) t e n d t o c a u s e t r o u b l e b u t r a r e l y b r i n g
l a s t i n g c h a n g e . B y c o n t r a s t , r e v o l u t i o n s g r a d u a l e n o u g h t o b e a s s o c i a t e d w i t h a n a m e ( R e n a i s s a n c e ,
R e f o r m a t i o n , I n d u s t r i a l R e v o l u t i o n ) o f t e n d o h a v e e n d u r i n g e f f e c t s . A t h i r d r u l e , o f h y p o t h e s i s , m i g h t
b e t h a t r e v o l u t i o n s s e e m t o b e e n t i r e l y f o r t h e b e t t e r o r t h e w o r s e , b u t s o m e h o w m a n a g e t o c o m b i n e
b o t h :
C h a m b e r s ' ' r e v o l u t i o n ' w a s a s s o c i a t e d w i t h t h e n a m e C o C o A . A r g u a b l y , e f f e c t s b e i n g e n d u r i n g ,
a l t h o u g h a n y b e n e f i t l c o s t a n a l y s i s r e m a i n s o n g o i n g .
9 2 3 C l a r k e e t a f ( 2 0 0 3 , p 3 0 7 ) , ' T h e f a n t a s y o f i n j e c t i n g f i n a n c i a l s t a t e m e n t s w i t h a r t e f a c t s o f t h e s y s t e m
- t h o s e d a t a n e i t h e r i n d i c a t i v e o f a f i n a n c i a l s t a t e n o r r e p r e s e n t a t i v e o f a n a c t u a l a s s e t , l i a b i l i t y , r e v e n u e
o r e x p e n s e i t e m - i s [ t o b e ) a v o i d e d :
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In this thesis, debates924 in general and under CoCoA in particular have been
examined. The topic was broad, but the analysis attempted to put a context around
what Chambers was 'actually sayinf 925 Gaffikin (2003, p247) recalls that the term
'historicism' is a most debated one." 6 On one hand, it may be used to signify that an
historical event or process (like CoCoA) only takes on understanding within the then
context. On another, it may be used in an argument that the future of society may be
predicted if only the laws of historicism could be identified and understood. The
latter, as Gaffikin notes, was severely criticised by Popper (1957), especially
regarding Marx's use of the laws of historicism to predict the collapse of capitalism.
The former has been the approach adopted here to analyse the literature generally on
accounting for liabilities and, more specifically, Chambers' development of CoCoA
and its reporting of liabilities. Indeed, the argument is written in the vein of Gaffikin's
'new historicism'. Gaffikin (2003, p248) suggests three 'interlocking and intricately
entwined aspects of knowledge' - historical explanation, language and culture - are
needed to appreciate significant events or processes of preceding centuries.
It is argued that CoCoA is such an event or process."? In this thesis, 'culture' and
'language' are kept constant by the emphases on events from the Anglo-American
view. 'Explanation' is determined from the analyses of various writings, debates and
the resolution of issues concerning liabilities, within the context of stated
propositions/hypotheses as proposed in Chapter 1.
The first step was to identify the research problem. It had to do with the reporting of
liabilities. This required a stated context which was established in Chapters 2-6
924 May (\ 942, p35), 'Quite apart from the question of proprietorship in relation to liabilities, the
accounting concept of a liability for balance-sheet purposes is a complex one which is diffic
ult to
define accurately except in relation to accounting rules and principles.'
925 Greeley, (2001, pI73), 'It astonishes me that many of us read into a man's work what we want to
find and do not hear what he is actually saying.'
926 Gaffikin (2003, p247), 'The well known and oft-quoted philosopher, Karl Popper, has suggested
that we do not learn from history but there is little doubt that development of ideas is often shap
ed by
those who preceded them. Such sentiments are nowadays received with skepticism as they impl
y that
we move inextricably to the uncovering of some foundational base for all knowledge .... Many ...
have
debunked the notion of a linear progression in our understanding of our and other worlds. Neverth
eless,
there have been moments that have changed peoples' thinking whether they be called revolutio
ns or
crises.'
927 Dean (2003, pili) summarises a key thrust of CoCoA as 'the need for a core principle of
serviceability to govern the provision of "truthful" accounting data rather than the current "cookbo
ok of
rules" (the black-letter approach to regulating corporate financial reporting).' Gaffikin (2003a, p295-6),
'Chambers's work represents the first comprehensive attempt at providing a new general theo
ry of
accounting which would lead to a new practice of accounting. It argues for a move away
from
accounting on the basis of historical costs to employing current replacement prices - market s
elling
prices - later to be referred to as exit prices. Some parts of the argument proved to be defecti
ve so
Chambers supplemented the book refining and amending some minor aspects, in later articles.
Some
earlier writers had written works clarifying, codifying and justifying some or all existing accounting
practices but Chambers was presenting an entirely new theory of accounting which came to be k
nown
as continuously contemporary accounting (CoCoA).'
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9 2 8
I n C h a p t e r 7 , C F p r o j e c t s w e r e u s e d t o s t r e s s t h e i n t e r e s t f o r
d e c i s i o n - m a k i n g a n d a c c o u n t a b i l i t y i s s u e s o f p r o f i t a b i l i t y a n d s o l v e n c y i n p a r t i c u l a r .
I n C h a p t e r 8 , i s s u e s o f t e r m i n o l o g y a n d o f m e a s u r e m e n t w e r e a n a l y s e d t o r e s o l v e
d e b a t e s .
T h e d e v e l o p m e n t o f C o C o A r e m a i n s a k e y c o n c e r n i n a n y r e s o l u t i o n o f d e b a t e s w h i c h
u n f o r t u n a t e l y s e e m t o f o l l o w t h e r e c y c l i n g p r o c e s s w h i c h S t e r l i n g ( r e c a l l 1 . 1 )
i d e n t i f i e d s e v e r a l d e c a d e s a g o . F o r t h a t c y c l e t o b e b r o k e n , i t h a s b e e n d e m o n s t r a t e d
h e r e t h a t t h e p r e s c r i b e d a p p r o a c h m u s t :
• p r o d u c e a c o n t e m p o r a r y s t a t e m e n t o f f i n a n c i a l p o s i t i o n ,
• a l l o w f o r t e n s i o n s f r o m a m i x i n g o f i d e a s a n d c o n c e p t s o f a n
i n t e r d i s c i p l i n a r y t y p e ,
• p r o d u c e a n i n t e r r e l a t e d h i e r a r c h y i n t h e d e f i n i t i o n o f t e r m s ,
• a c c e p t t h a t v a l u e s a r e d i s t i n c t f r o m p r i c e s , a n d
• a l l o w f o r d i l e m m a s , m e t i n m e a s u r e m e n t , r e l a t e d t o t h e t i m e f a c t o r ,
m a r k e t s a n d m o d e l s .
A b o v e a l l e l s e , c o n s i d e r a t i o n m u s t b e g i v e n t o
• ' T h e t o t a l s c e n e ' - o n e o f C h a m b e r s ' m a j o r t h e m e s .
9 2 8 B e r l e ( 1 9 5 4 , p I 8 0 ) , ' H e r e i n l i e s , p e r h a p s , t h e g r e a t e s t c u r r e n t w e a k n e s s o f t h e c o r p o r a t e s y s t e m . I n
p r a c t i c e , i n s t i t u t i o n a l c o r p o r a t i o n s a r e g u i d e d b y t i n y s e l f - p e r p e t u a t i n g o l i g a r c h i e s . T h e s e i n t u r n a r e
d r a w n f r o m a n d j u d g e d b y t h e g r o u p o p i n i o n o f a s m a l l f r a g m e n t o f A m e r i c a - i t s b u s i n e s s a n d
f i n a n c i a l c o m m u n i t y . C h a n g e o f m a n a g e m e n t b y c o n t e s t i n g f o r s t o c k h o l d e r s ' v o t e s i s e x t r e m e l y r a r e ,
a n d i n c r e a s i n g l y d i f f i c u l t a n d e x p e n s i v e t o t h e p o i n t o f i m p o s s i b i l i t y . T h e l e g a l p r e s u m p t i o n i n f a v o r o f
m a n a g e m e n t , a n d t h e n a t u r a l u n w i l l i n g n e s s o f c o u r t s t o c o n t r o l o r r e v e r s e m a n a g e m e n t a c t i o n s a v e i n
c a s e s o f t h e m o r e e l e m e n t a r y t y p e s o f d i s h o n e s t y o r f r a u d , l e a v e s m a n a g e m e n t w i t h s u b s t a n t i a l l y
a b s o l u t e p o w e r . T h u s t h e o n l y r e a l c o n t r o l w h i c h g u i d e s o r l i m i t s t h e i r e c o n o m i c a n d s o c i a l a c t i o n i s
t h e r e a l , t h o u g h u n d e f i n e d a n d t a c i t , p h i l o s o p h y o f t h e m e n w h o c o m p o s e t h e m . '
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S t a n d a r d s
R e g u l a t i o n
A p p e n d i x I I I
C h a m b e r s ' C o n c e p t u a l F r a m e w o r k ( 1 9 8 2 )
A C o n c e p t u a l F r a m e w o r k
I . U t i l i t y o f t h e p r o d u c t . A l l p a r t i e s o f i n t e r e s t a r e c o n c e r n e d w i t h s o l v e n c y ,
d e b t - d e p e n d e n c e , a s s e t ( i n v e s t m e n t ) c o m p o s i t i o n , a n d r a t e o f r e t u r n . S a t i s f a c t o r y
i n d i c a t o r s o f a l l m u s t b e o b t a i n a b l e f r o m a c c o u n t s .
2 . A r i t h m e t i c a l p r o p r i e t y . T h e i n d i c a t o r s m e n t i o n e d a r e d e r i v e d f r o m t o t a l s o r
s u b - t o t a l s . A l l t h e c o m p o n e n t s o f t o t a l s a n d s u b t o t a l s m u s t b e o f t h e s a m e k i n d i f t h e
t o t a l s a n d t h e i n d i c a t o r s b a s e d o n t h e m a r e t o b e u s e f u l .
3 . H i s t o r i c i t y . B y l a w a n d b y g e n e r a l i n t e n t i o n , p e r i o d i c a l r e p o r t s r e l a t e t o
p a s t e v e n t s a n d d a t e d ( p a s t ) p o s i t i o n s . N o e l e m e n t o f t h e a c c o u n t s m a y t h e r e f o r e
r e l a t e t o o r d e p e n d o n a c o n j e c t u r e a b o u t t h e f u t u r e .
4 . C o m p a r a b i l i t y . A l l i n d i c a t o r s o f t h e f i n a n c i a l f e a t u r e s o f b u s i n e s s f i r m s a r e
o n l y i n t e r p r e t a b l e r e l a t i v e l y t o c o m p a r a b l e i n d i c a t o r s a t o t h e r d a t e s o r o f o t h e r f i r m s .
N o a c c o u n t i n g r u l e i s a c c e p t a b l e t h a t i n t e r f e r e s w i t h t h e v a l i d i t y o f c o m p a r i s o n s .
5 . P e r i o d i c i t y . S i n c e a c c o u n t s ' r e l a t e t o s p e c i f i e d p e r i o d s a n d d a t e s , n o i t e m
m a y b e i n c l u d e d o t h e r t h a n i t e m s w h i c h r e p r e s e n t t r a n s a c t i o n s o r e v e n t s o r t h e i r
c o n s e q u e n c e s o c c u r r i n g w i t h i n t h e p e r i o d o f a c c o u n t .
6 . C o m p l e t e n e s s . N o a c c o u n t i n g r u l e o r p r a c t i c e i s a c c e p t a b l e t h a t p r o v i d e s
f o r o r a l l o w s t h e o m i s s i o n f r o m t h e a c c o u n t s o f a n y p e r i o d o f t h e c o n s e q u e n c e s i n t h e
p e r i o d o f a n y t r a n s a c t i o n o r e v e n t o c c u r r i n g i n t h e p e r i o d .
7 . U n i f o r m i t y . S i n c e a c c o u n t s m a y b e u s e d b y c r e d i t o r s , b a n k e r s , f i n a n c i e r s
a n d i n v e s t o r s a n d t h e i r a d v i s e r s , i n r a n k i n g o r d i s c r i m i n a t i n g b e t w e e n f i r m s ; a n d s i n c e
i n d i c a t o r o f s o l v e n c y , d e b t - d e p e n d e n c e , a s s e t - c o m p o s i t i o n a n d r a t e o f r e t u m a r e o n l y
c o m p a r a b l e i f d e r i v e d b y t h e s a m e r u l e s a n d p r o c e s s e s ; a c c o u n t i n g r u l e s m u s t , i n
p r i n c i p l e , a p p l y e q u a l l y t o a l l f i r m s .
8 . F i n a n c i a l p o s i t i o n . T h e f i n a n c i a l p o s i t i o n o f a f i r m i s i t s c a p a c i t y , b y v i r t u e
o f i t s b e n e f i c i a l p o s s e s s i o n o f a s s e t s a n d i t s d e b t s , t o c a r r y o n i t s b u s i n e s s , t o m e e t i t s
d e b t s , a n d t o v a r y i t s a s s e t s a n d d e b t , a s s h o r t - r u n c i r c u m s t a n c e s m a y r e q u i r e . A
r e p r e s e n t a t i o n o f f i n a n c i a l p o s i t i o n m u s t p r o v i d e i n d i c a t o r s o f t h a t c a p a c i t y a n d o f
f a c e t s o f i t s u c h a s s o l v e n c y ; d e b t - d e p e n d e n c e a n d a s s e t - c o m p o s i t i o n .
9 . C o n t e m p o r a n e i t y . T h e a m o u n t o f a n y a s s e t o r l i a b i l i t y a p p e a r i n g i n a
s t a t e m e n t o f f i n a n c i a l p o s i t i o n m u s t b e t h e b e s t a p p r o x i m a t i o n ( a ) t o t h e a m o u n t
a v a i l a b l e o r a c c e s s i b l e t o p a y ( o r a s c o v e r f o r ) d e b t s , i n t h e c a s e o f a s s e t s , a n d
( b ) t o t h e a m o u n t o f t h e d e b t , i n t h e c a s e o f d e b t s , a t t h e d a t e o f t h e s t a t e m e n t .
3 2 1
1 0 . N e t w e a l t h o r E q u i t y . T h e n e t w e a l t h o f a f i r m , o r i t s e q u i t y i n i t s a s s e t s , i s
t h e d i f f e r e n c e b e t w e e n t h e a m o u n t o f i t s a s s e t s ( a s d e t e r m i n e d u n d e r 9 ( a » a n d t h e
a m o u n t o f i t s d e b t s , a t a s t a t e d d a t e .
1 1 . I n c o m e . T h e i n c o m e o f a f i r m i n a p e r i o d i s t h e ' d i f f e r e n c e b e t w e e n t h e
a m o u n t s o f i t s n e t w e a l t h a t t h e b e g i n n i n g a n d t h e e n d o f t h e p e r i o d . I t i n c l u d e s t h e
r e a l i z e d d i f f e r e n c e b e t w e e n b o o k v a l u e s o r p u r c h a s e p r i c e s a n d s e l l i n g p r i c e s o f g o o d s
s o l d , a n d t h e a c c r u e d d i f f e r e n c e ( p o s i t i v e o r n e g a t i v e ) b e t w e e n b o o k v a l u e s o r
p u r c h a s e p r i c e s a n d s e l l i n g p r i c e s o f a l l g o o d s i n p o s s e s s i o n a t t h e e n d o f t h e p e r i o d .
I n t h e e v e n t o f i n f l a t i o n ( o r d e f l a t i o n ) , t h e s u m o f t h e s e r e a l i z e d a n d a c c r u e d
d i f f e r e n c e s m u s t b e r e d u c e d ( o r a u g m e n t e d ) b y a l l o w a n c e f o r t h e e f f e c t o f i n f l a t i o n o n
t h e o p e n i n g a m o u n t o f n e t w e a l t h .
1 2 . C o n t i n g e n c i e s . T h e a m o u n t s o f a l l c o s t s a n d b e n e f i t s t h a t a r e c o n t i n g e n t o n
f u t u r e e v e n t s a t t h e e n d o f a p e r i o d a r e i r r e l e v a n t t o t h e a c c o u n t s o f t h e p e r i o d t h e n
e n d e d , a n d a r e c o n j e c t u r a l . T h e y s h o u l d b e r e l e g a t e d t o e x p l a n a t o r y n o t e s t o t h e
a c c o u n t s .
1 3 . V e r i f i a b i l i t y . T h e d i s c o v e r y o f a s s e t a n d l i a b i l i t y v a l u e s a s i n 9 a b o v e ,
e n t a i l s t h a t t h e y a r e i n d e p e n d e n t l y v e r i f i a b l e . T h e a m o u n t s o f c o n t i n g e n t i t e m s
r e f e r r e d t o i n 1 2 , b e i n g c o n j e c t u r a l , a r e n o t i n d e p e n d e n t l y v e r i f i a b l e ; b u t t h e y m i g h t
b e s u b j e c t t o s o m e n o t e i n t h e a u d i t o p i n i o n o n t h e r e a s o n a b l e n e s s o f t h e c o n j e c t u r e s
o r o f t h e g r o u n d s f o r t h e c o n j e c t u r e s .
R I C h a m b e r s
M a r c h 1 9 8 2 .
3 2 2
A p p e n d i x I V
I m p l i c a t i o n s f o r t h e a n n u a l r e p o r t
T h e p u b l i c c o m p a n y i s p r o b a b l y , t o s o c i e t y g e n e r a l l y , t h e r e p r e s e n t a t i v e
b u s i n e s s i n s t i t u t i o n ; t h e i n s t i t u t i o n w h i c h h a s t h e m o s t d i r e c t b e a r i n g o n t h e
a t t i t u d e s o f t h e m e m b e r s o f a c o m m u n i t y t o w a r d s b u s i n e s s . A n d t h e a n n u a l
r e p o r t m a y b e r e g a r d e d a s t h e r e p r e s e n t a t i v e c o m m u n i c a t i o n o f b u s i n e s s . I t i s
r e a l l y d i r e c t e d t o t h e c o m m u n i t y a t l a r g e , t o w h o m s o e v e r i t m a y b e f o r m a l l y
a d d r e s s e d . A l l g r o u p s h a v e a c c e s s t o i t , t h e a t t i t u d e s o f a l l g r o u p s m a y b e
i n f l u e n c e d b y i t .
C h a m b e r s , 1 9 5 5 a , p 1 7 - 1 8 .
I t i s f a s h i o n a b l e t h e s e d a y s t o v i e w t h e a n n u a l c o r p o r a t e r e p o r t a s s o m e s u p e r
c o m m u n i c a t i o n v e h i c l e c a r r y i n g r e l e v a n t m e s s a g e s t o a l l u s e r s w h a t e v e r t h e i r
i n t e r e s t a n d a s s o c i a t i o n w i t h t h e c o r p o r a t i o n . T h e l o a d i n g u p o f t h e r e p o r t
w i t h a l l s o r t s o f f i n a n c i a l , s t a t i s t i c a l , s o c i a l a n d e c o n o m i c d a t a a n d c o m m e n t
i s s e e n a s a m e a n s o f r e n d e r i n g a c c o u n t a b i l i t y i n t h e m o s t e f f i c i e n t ( p e r h a p s
n o t e f f e c t i v e ) w a y .
J u c h a u , 1 9 7 6 , p 4 8 7 ( e m p h a s i s a d d e d ) .
B y a n y m e a s u r e , G o l d m a n S a c h s i s a f o r m i d a b l e c o m p a n y . . . . L i k e m o s t o f i t s
r i v a l s , G o l d m a n i s a d i f f i c u l t i n s t i t u t i o n t o u n d e r s t a n d . U n t i l I 9 9 9 i t w a s a
p r i v a t e p a r t n e r s h i p . W i t h p u b l i c o w n e r s h i p c a m e g r e a t e r r e p o r t i n g
r e s p o n s i b i l i t i e s , b u t p r e c i s e l y w h a t G o l d m a n i s u p t o r e m a i n s o b s c u r e .
T h e E c o n o m i s t , 2 0 0 6 g , p l l .
( i ) E x t r a c t s s i m i l a r t o e l e m e n t s o f C o n v e n t i o n a l A c c o u n t i n g
9 2 9
S t a t e m e n t o f C o n t r i b u t e d S h a r e h o l d e r s ' F u n d s
S h a r e c a p i t a l
P a i d i n C a p i t a l
L e s s F u n d s i n v e s t e d i n r e s e a r c h , d e v e l o p m e n t e t c .
T o p 2 0 s h a r e h o l d i n g s
S u b s t a n t i a l s h a r e h o l d i n g s
N o t e 3
N o t e 4
D i s t r i b u t i o n o f h o l d e r s o f o r d i n a r y s h a r e s
< 1 0 0 0
1 0 0 0 - 5 0 0 0
5 0 0 0 - 1 0 0 0 0
> 1 0 0 0 0
N u m b e r
P e r c e n t a g e
9 2 9 S u g g e s t e d i t e m s h e r e a r e c o n s i s t e n t w i t h d a t a f o u n d i n a n n u a l r e p o r t s o f l i s t e d c o r p o r a t i o n s i n
A u s t r a l i a .
3 2 3
S t a t e m e n t o f C h a n g e s i n C o n t r i b u t e d S h a r e C a p i t a l
N u m b e r o f s h a r e s $ 0 0 0
B a l a n c e a t s t a r t o f p e r i o d
S h a r e i s s u e
E x e r c i s e o f o p t i o n s u n d e r E x e c u t i v e O p t i o n P l a n
L e s s s h a r e b u y - b a c k p l a n
B a l a n c e a t e n d o f p e r i o d
S t a t e m e n t o f C a s h F l o w s f o r p e r i o d
C a s h f l o w s f r o m o p e r a t i n g a c t i v i t i e s
C a s h f l o w s f r o m i n v e s t i n g a c t i v i t i e s
C a s h f l o w s f r o m f i n a n c i n g a c t i v i t i e s
N e t i n c r e a s e ( d e c r e a s e ) i n c a s h h e l d
C a s h a t s t a r t o f p e r i o d
E x c h a n g e r a t e a d j u s t m e n t s
C a s h a t e n d o f p e r i o d
N o t e 9
N o t e s t o t h e S t a t e m e n t s
1 . S i g n i f i c a n t a c c o u n t i n g p o l i c i e s
l a . B a s i s o f P r e p a r a t i o n
T h e s e s t a t e m e n t s m e e t a s t e w a r d s h i p r o l e b y p r o v i d i n g a s u m m a r y o f f u n d s
c o n t r i b u t e d b y s h a r e h o l d e r s a n d c a s h f l o w s o f t h e e n t i t y d u r i n g t h e s t a t e d p e r i o d .
T h e s e d a t a m e e t r e q u i r e m e n t s u n d e r s e l e c t e d r e g u l a t i o n s o f t h e C o r p o r a t i o n s A c t ,
2 0 0 1 a n d s t a n d a r d s o f A A S B .
3 . S h a r e c a p i t a l b y t y p e , p a r v a l u e , i s s u e p r i c e e t c .
4 . F u n d s i n v e s t e d f r o m S h a r e C o n t r i b u t e d C a p i t a l , w h i l e p e r h a p s h a v i n g e c o n o m i c
f u t u r e b e n e f i t s , a r e n o t i n c l u d e d i n c o n t e m p o r a r y f i n a n c i a l p o s i t i o n a s a s s e t s i f n o
r e a d y m a r k e t i s a v a i l a b l e . F o r d i s c l o s u r e p u r p o s e s , t h e d i s p o s i t i o n o f t h e s e f u n d s i s
r e p o r t e d a s s h o w n ( C h a m b e r s , 1 9 8 0 , p 5 8 ; B l o o m , 2 0 0 5 , p l l ) ,
9 . T o t a l o f c a s h h e l d a t e n d o f p e r i o d :
C a s h o n h a n d
D e p o s i t s h e l d
B a n k a c c o u n t s
1 7 . R e c o n c i l i a t i o n o f p r o f i t f r o m t r a d i n g a c t i v i t i e s a n d n e t c a s h f l o w s f r o m o p e r a t i n g
a c t i v i t i e s .
R e a s o n s f o r d i f f e r e n c e s i d e n t i f i e d .
3 2 4
( i i ) F i n a n c i a l S t a t e m e n t s f ' "
S t a t e m e n t o f C o n t e m p o r a r y F i n a n c i a l P o s i t i o n
A s s e t s
C a s h
a b o v e
P r e p a i d i t e m s
A c c o u n t s r e c e i v a b l e
I n v e n t o r y w i t h a r e a d y m a r k e t
I n v e n t o r y w i t h o u t a r e a d y m a r k e t
D u r a b l e i t e m s w i t h a r e a d y m a r k e t
D u r a b l e i t e m s w i t h o u t a r e a d y m a r k e t
L i a b i l i t i e s
A c c o u n t s p a y a b l e
B a n k o v e r d r a f t s
a b o v e
E m p l o y e e e n t i t l e m e n t s
C l a i m s u n d e r d i s p u t e
L o a n s
S h a r e h o l d e r s ' E q u i t y
P a i d i n c a p i t a l
a b o v e
L e s s s e l e c t e d s u n k c o s t s
a b o v e
C a p i t a l m a i n t e n a n c e r e s e r v e
R e t a i n e d p r o f i t s
S e e N o t e 9 i n ( i )
N o t e I b
N o t e I c
N o t e I d
N o t e l e
N o t e I d
N o t e l e
C o n t r a c t u a l a m o u n t
S e e N o t e 9 i n ( i )
N o t e I f
N o t e I g
C o n t r a c t u a l a m o u n t
S e e N o t e 3 i n ( i )
S e e N o t e 4 i n ( i )
S t a t e m e n t o f R e t a i n e d P r o f i t s
B a l a n c e a t s t a r t o f p e r i o d
C a p i t a l m a i n t e n a n c e a d j u s t m e n t t o o p e n i n g b a l a n c e
P r o f i t ( L o s s ) d u r i n g p e r i o d
L e s s D i v i d e n d s P a i d
P r o p o s e d
B a l a n c e a t e n d o f p e r i o d
9 3 0 S u g g e s t e d i t e m s h e r e a r e c o n s i s t e n t w i t h s e l e c t e d d a t a f o r s o m e i t e m s f o u n d i n a n n u a l r e p o r t s o f
l i s t e d c o r p o r a t i o n s i n A u s t r a l i a ; w i t h C h a m b e r s ( 1 9 6 6 a , p 2 5 6 & 2 5 0 ) w h e r e p r o f o r m a s t a t e m e n t s
u n d e r C o C o A a r e s u g g e s t e d ( b u t h e r e a d j u s t e d t o m e e t l a t e r r e f i n e m e n t s o f C h a m b e r s ) ; w i t h C h a m b e r s
( 1 9 7 0 d , p 6 4 6 ) ; w i t h C h a m b e r s ( 1 9 7 5 ) ; w i t h F r i e d m a n ( 1 9 7 8 , p 2 8 - 4 0 ) w h o s e s u g g e s t i o n s ( t o
i n c o r p o r a t e a s e p a r a t i o n i n t h e p e r f o r m a n c e r e p o r t b e t w e e n h o l d i n g a n d o p e r a t i n g a c t i v i t i e s ) t e n d t o
f o l l o w C h a m b e r s ' e a r l i e r i d e a s ; w i t h C h a m b e r s ( 1 9 8 0 , p 5 8 & p 6 8 - 6 9 ) .
3 2 5
S t a t e m e n t o f F i n a n c i a l P e r f o r m a n c e
R e v e n u e
F r o m s a l e s o f m e r c h a n d i s e o r s e r v i c e s
F r o m s a l e s o f d u r a b l e s
F r o m o t h e r i n v e s t m e n t s
E x p e n s e s
M o n e t a r y a m o u n t a t t i m e o f s a l e o f
M e r c h a n d i s e
D u r a b l e s
P r i c e l e v e l a d j u s t m e n t s t o
M e r c h a n d i s e
D u r a b l e s
D e p r e c i a t i o n & O b s o l e s c e n c e
P u r c h a s e p r i c e o f s e r v i c e s e t c
C a p i t a l m a i n t e n a n c e a d j u s t m e n t
P r o f i t f r o m t r a d i n g a c t i v i t i e s
W i n d f a l l s
a b o v e
P r o f i t f o r p e r i o d
S e e N o t e 1 7 i n ( i )
N o t e s t o t h e F i n a n c i a l S t a t e m e n t s
1 . S u m m a r y o f s i g n i f i c a n t a c c o u n t i n g p o l i c i e s
l a . B a s i s o f P r e p a r a t i o n
T h e s e s t a t e m e n t s p r o v i d e a s u m m a r y o f f u n d s c o n t r i b u t e d b y s h a r e h o l d e r s a n d b y
c r e d i t o r s w i t h c o n t r a c t u a l r e l a t i o n s h i p s w i t h t h e i n c o r p o r a t e d e n t i t y . I n f o r m a t i o n o n
t h e i n v e s t m e n t o f t h o s e f u n d s i n a s s e t s t r a d a b l e i n m a r k e t s a n d o f t r a d i n g a c t i v i t i e s
d u r i n g t h e s t a t e d p e r i o d u n d e r a n a c c r u a l p r o c e s s i s p r o v i d e d . T h e i n f o r m a t i o n
s u p p o r t s d e c i s i o n - m a k i n g b y p r o v i d i n g d a t a o f p a s t a n d c o n t e m p o r a r y e v e n t s o f a
f i n a n c i a l n a t u r e a n d c o m p l i e s w i t h r e q u i r e m e n t s u n d e r s e l e c t e d s t a n d a r d s a n d
r e g u l a t i o n s .
I b . P r e p a i d i t e m s r e l a t e t o c o n t r a c t u a l a g r e e m e n t s ( u s u a l l y r e g a r d i n g s e r v i c e s ) f o r
w h i c h m o n e t a r y a m o u n t s f r o m a c t i v e m a r k e t s a r e a v a i l a b l e .
l e . A c c o u n t s r e c e i v a b l e a r e c o n t r a c t u a l a m o u n t s f r o m s a l e s o n c r e d i t a f t e r t h e
e x c l u s i o n o f a c t u a l b a d d e b t s .
I d . I t e m s w i t h a r e a d y m a r k e t a r e s h o w n a t t h e m o n e t a r y a m o u n t o f t h e e x i t p r i c e a t
t h e e n d o f t h e p e r i o d .
l e . I t e m s w i t h o u t a r e a d y m a r k e t a r e s h o w n a t z e r o .
3 2 6
I f . E m p l o y e e e n t i t l e m e n t s a r e s h o w n a t t h e c o n t r a c t u a l a m o u n t s o w i n g a t t h e e n d o f
t h e p e r i o d . T h i s m a y b e c a l c u l a t e d u n d e r a m o d e l w h i c h i n c o r p o r a t e s p a s t a n d
c o n t e m p o r a r y d a t a ; f o r e x a m p l e ,
E m p l o y e e ' s l o n g s e r v i c e l e a v e e n t i t l e m e n t ( u n d e r c o n t r a c t ) x c u r r e n t p a y r a t e .
1 9 . C l a i m s u n d e r d i s p u t e m a y b e d i s c l o s e d b u t n o m o n e t a r y a m o u n t r e c o g n i z e d u n t i l
s o m e c o n t r a c t u a l a r r a n g e m e n t e v e n t u a t e d .
F i n a n c i a l R i s k A n a l y s i s & M a n a g e m e n t i n c l u d i n g K e y F i n a n c i a l I n d i c a t o r s
T h e c o r p o r a t i o n ' s r i s k m a n a g e m e n t a p p r o a c h i s c o n s i s t e n t w i t h t h e A u s t r a l i a l N e w
Z e a l a n d R i s k M a n a g e m e n t S t a n d a r d ( D a v i d J o n e s A n n u a l R e p o r t , 2 0 0 5 , 1 1 2 0 - 2 1 ) .
I n c l u d e d a r e q u a l i t a t i v e a n d q u a n t i t a t i v e ( b o t h m o n e t a r y a n d n o n - m o n e t a r y " I ) b a s e d
o n p a s t a n d c o n t e m p o r a r y d a t a .
( a ) Q u a l i t a t i v e
S t a t u t e s , r e g u l a t i o n s , s t a n d a r d s e t c w i t h c o m p l i a n c e r e q u i r e m e n t s
F i n a n c i a l s t r a t e g i e s d e v e l o p e d
C o n t r o l a n d m o n i t o r m e c h a n i s m s s e t a n d a p p l i e d
G u a r a n t e e s a n d D e e d s o f C r o s s G u a r a n t e e
C o n f l i c t s o f i n t e r e s t i d e n t i f i e d
S e g r e g a t i o n o f f i n a n c i a l d u t i e s
F i n a n c i a l r e c o n c i l i a t i o n s i d e n t i f i e d a n d a p p l i e d
P h y s i c a l s e c u r i t y o v e r a s s e t s
( b ) Q u a n t i t a t i v e - m o n e t a r y
T r a d i n g r a t i o s
R e t u r n o n e q u i t y
R e t u r n o n a s s e t s
G r o w t h r a t i o s - $ s a l e s e t c
R i s k r a t i o s
C u r r e n t
Q u i c k
L e v e r a g e
( c ) Q u a n t i t a t i v e - n o n - m o n e t a r y
T r a d i n g r a t i o s
G r o w t h r a t i o s - s a l e s i n p h y s i c a l t e r m s e t c
R i s k r a t i o s
A c c o u n t r e c e i v a b l e t u r n o v e r i n n u m b e r o f d a y s
I n v e n t o r y t u r n o v e r i n n u m b e r o f d a y s
C o m p l i a n c e ( i n s a y d a y s ) w i t h v a r i o u s f i n a n c i a l r e g u l a t i o n s e t c
9 3 1 A p l a u s i b l e c a s e m a y b e m a d e f o r t h e s e i t e m s t o b e i n c l u d e d i n e i t h e r ( H i ) o r ( i v ) r a t h e r t h a n b e s e e n
a s p a r t o f t h e F i n a n c i a l r e p o r t s .
3 2 7
( i i i ) E c o n o m i c R e p o r t s
9 3 2
S t a t e m e n t o f E c o n o m i c P o s i t i o n
M e a n s ( i n c l u d i n g A s s e t s f r o m i i )
C a s h
a b o v e
P r e p a i d i t e m s
a b o v e
A c c o u n t s r e c e i v a b l e
I n v e n t o r y w i t h a r e a d y m a r k e t
I n v e n t o r y w i t h o u t a r e a d y m a r k e t
D u r a b l e s w i t h a r e a d y m a r k e t
D u r a b l e s w i t h o u t a r e a d y m a r k e t
O b l i g a t i o n s ( i n c l u d i n g L i a b i l i t i e s f r o m i i )
A c c o u n t s P a y a b l e
B a n k o v e r d r a f t a r r a n g e m e n t s
E m p l o y e e e n t i t l e m e n t s
C l a i m s u n d e r d i s p u t e , i n c l u d i n g
e x p e c t e d w a r r a n t y c o s t s
L o a n s
S h a r e h o l d e r s ' E q u i t y
I t e m s f r o m ( i i ) a b o v e
R e s i d u a l a m o u n t
S e e N o t e 9 i n ( i )
S e e N o t e I b i n ( i i )
N o t e l b
S e e N o t e I d i n ( i i ) a b o v e
N o t e l c
N o t e I d
S e e N o t e I d i n ( i i ) a b o v e
N o t e l c
N o t e I d
N o t e l e
N o t e I f
N o t e 1 9
N o t e I h
N o t e l j
S t a t e m e n t o f E c o n o m i c P e r f o r m a n c e
9 3 3
R e v e n u e f r o m s a l e s
P r o d u c t i o n o u t p u t
E x p e n s e s
C o s t o f g o o d s s o l d
O t h e r p r o d u c t i o n c o s t s
O t h e r i t e m s
P r o f i t f r o m t r a d i n g
O t h e r w i n d f a l l s
E c o n o m i c p r o f i t f o r p e r i o d
F i n a n c i a l
S e g m e n t
N o n - f m a n c i a l
S e g m e n t
9 3 2 S u g g e s t e d i t e m s h e r e a r e c o n s i s t e n t w i t h s e l e c t e d d a t a f o r s o m e i t e m s f o u n d i n a n n u a l r e p o r t s o f
l i s t e d c o r p o r a t i o n s i n A u s t r a l i a ; w i t h d a t a f o u n d i n S y s t e m a t i c S o f t w a r e I n t e l l e c t u a l C a p i t a l R e p o r t
2 0 0 4 ; w i t h d a t a f o u n d i n W a s t e R e c y c l i n g G r o u p R e p o r t o n C o r p o r a t e R e s p o n s i b i l i t y 2 0 0 3 .
9 3 3 T h i s m a y b e b a s e d o n a p a r t i c u l a r h y b r i d s y s t e m w h i c h m i g h t i n c l u d e i t e m s u n d e r c o n v e n t i o n a l
a c c o u n t i n g , f i n a n c i a l o n e s a s i n ( i i ) a b o v e , C C A / R P A ( C h a m b e r s , 1 9 8 0 , p 9 6 & p l O I a n d o t h e r
e x p e c t e d o r a n t i c i p a t o r y i t e m s ( C h a m b e r s , I 9 7 0 c , p 5 5 1 - 5 5 2 ) . A r e c o n c i l i a t i o n o f c e r t a i n a m o u n t s f r o m
t h e F i n a n c i a l r e p o r t s a n d E c o n o m i c r e p o r t s w o u l d b e p o s s i b l e .
3 2 8
N o t e s t o t h e E c o n o m i c R e p o r t s
1 . S i g n i f i c a n t r e p o r t i n g p o l i c i e s
l a . B a s i s o f P r e p a r a t i o n
T h e s e s t a t e m e n t s s u p p o r t d e c i s i o n - m a k i n g b y p r o v i d i n g d a t a o f p a s t , c o n t e m p o r a r y
a n d f u t u r e e v e n t s o f a f i n a n c i a l a n d e c o n o m i c n a t u r e . T h e s e d a t a m e e t r e q u i r e m e n t s
u n d e r s e l e c t e d r e g u l a t i o n s g o v e r n i n g t h e e n t i t y d u r i n g t h e s t a t e d p e r i o d .
l b . A c c o u n t s r e c e i v a b l e a r e c o n t r a c t u a l a m o u n t s f r o m s a l e s o n c r e d i t w i t h a n
a l l o w a n c e f o r a c t u a l b a d d e b t s a n d e x p e c t e d d o u b t f u l d e b t s . T h e a l l o w a n c e m a y b e
b a s e d o n a c t u a r i a l c a l c u l a t i o n s ( i n c l u d i n g a d i s c o u n t i n g f a c t o r ) o r o n m a n a g e m e n t
e x p e r i e n c e s o f p a s t a n d c u r r e n t c o n d i t i o n s a n d t h o s e e x p e c t e d i n t h e f u t u r e .
l c . T h e s e a m o u n t s m a y a l l o w f o r e x p e c t e d c o s t s o f d i s p o s a l - t h e n e t r e a l i z a b l e
c a l c u l a t i o n f o u n d i n a n n u a l r e p o r t s .
I d . S u r r o g a t e s m a y b e u s e d f o r t h e m o n e t a r y a m o u n t o f t h e s e i t e m s u n d e r ' f a i r v a l u e '
c o n s i d e r a t i o n s ( a s m e t i n C h a p t e r 8 ) .
l e . T h e m o n e t a r y a m o u n t o f i t e m s h e r e w o u l d b e a t c o n t r a c t u a l a m o u n t , b u t m a y b e
a d j u s t e d t o a l l o w f o r a p r e s e n t v a l u e f a c t o r .
H . T o t a l a m o u n t a v a i l a b l e $
B a l a n c e a s p e r ( i i ) a b o v e $
A m o u n t u n u s e d $
1 9 . E m p l o y e e e n t i t l e m e n t s w o u l d b e b a s e d o n t h e c o n t r a c t u a l a m o u n t s o w i n g a t t h e
e n d o f t h e p e r i o d . H o w e v e r , i t m a y b e c a l c u l a t e d u n d e r a m o d e l w h i c h i n c o r p o r a t e s
p a s t , c o n t e m p o r a r y a n d f u t u r e d a t a a s f o u n d i n a c t u a r i a l m o d e l s ; f o r e x a m p l e ,
E m p l o y e e ' s l o n g s e r v i c e l e a v e e n t i t l e m e n t x f u t u r e p a y r a t e x d i s c o u n t f a c t o r ( t o
a l l o w f o r i n f l a t i o n , l i f e e x p e c t a t i o n a n d o t h e r p o s s i b l e e v e n t s .
A n e c o n o m i c v a l u e ( a n d r e l a t e d g a i n ) m i g h t b e p o s s i b l e a s i t m a y b e s o m e t i m e
b e f o r e t h e e m p l o y e e t a k e s t h e l e a v e , a s m e t i n v a r i o u s e c o n o m i c m o d e l s i n C h a p t e r 8 .
I h , C l a i m s u n d e r d i s p u t e o r w a r r a n t i e s g i v e n m a y b e d i s c l o s e d b u t i f a m o n e t a r y
a m o u n t w a s r e c o g n i z e d , a d i s c o u n t i n g f a c t o r m a y b e i n c o r p o r a t e d .
I ] , T h e m o n e t a r y a m o u n t o f L o a n s m a y b e a t c o n t r a c t u a l a m o u n t , m a r k e t p r i c e o f a n y
b o n d s o r a t a d i s c o u n t e d p r e s e n t v a l u e a m o u n t .
E c o n o m i c R i s k A n a l y s i s & M a n a g e m e n t i n c l u d i n g K e y E c o n o m i c I n d i c a t o r s
T h e c o r p o r a t i o n ' s r i s k m a n a g e m e n t a p p r o a c h i s c o n s i s t e n t w i t h t h e A u s t r a l i a l N e w
Z e a l a n d R i s k M a n a g e m e n t S t a n d a r d ( D a v i d J o n e s A n n u a l R e p o r t , 2 0 0 5 , p 2 0 - 2 1 ) .
I n c l u d e d a r e q u a l i t a t i v e a n d q u a n t i t a t i v e ( b o t h m o n e t a r y a n d n o n - m o n e t a r y ) d a t a . A s
w e l l , d a t a f r o m ( i i ) a b o v e m a y b e i n c o r p o r a t e d .
( a ) Q u a l i t a t i v e
S t a t u t e s , r e g u l a t i o n s , s t a n d a r d s e t c o f a n e c o n o m i c t y p e w i t h c o m p l i a n c e
r e q u i r e m e n t s ( s a y F a i r t r a d i n g , C o m p e t i t i o n i s s u e s , H e a l t h & S a f e t y )
3 2 9
E c o n o m i c s t r a t e g i e s d e v e l o p e d
P l a n n i n g p r o c e s s e s d e v e l o p e d
R e l a t e d c o n t r o l a n d m o n i t o r m e c h a n i s m s s e t a n d a p p l i e d
S e c u r i t y o v e r r e s o u r c e s ( i n c l u d i n g I T a n d o t h e r i n f r a s t r u c t u r e i t e m s )
( b ) Q u a n t i t a t i v e - m o n e t a r y
E x p o s u r e t o i n t e r e s t r a t e r i s k
E x p o s u r e t o f o r e i g n e x c h a n g e r i s k
B u d g e t i n g p r o c e s s e s
E x p e c t e d t r a d i n g r a t i o s
E x p e c t e d c r e d i t r i s k r a t i o s
C u r r e n t r a t i o
Q u i c k r a t i o
L e v e r a g e r a t i o
V a l u e - a d d e d c a l c u l a t i o n s
R e g a r d i n g i n t e r n a l p r o c e s s e s
C o s t o f h o u r s v e s t e d i n p r o c e s s i m p r o v e m e n t
P r o j e c t s m o v e d t o h i g h e r l e v e l s - v a l u e
F i n i s h e d p r o j e c t s t r e n d l i n e - v a l u e
R e g a r d i n g e m p l o y e e s
E m p l o y e e t u r n o v e r - t r a i n i n g c o s t s
R e g a r d i n g c u s t o m e r s
A c t i v e p r o j e c t c u s t o m e r s - v a l u e
N e w p r o j e c t c u s t o m e r s - v a l u e
( c ) Q u a n t i t a t i v e - n o n - m o n e t a r y
C o m p l i a n c e ( i n s a y d a y s ) w i t h v a r i o u s e c o n o m i c - t y p e r e g u l a t i o n s e t c
R e g a r d i n g i n t e r n a l p r o c e s s e s
H o u r s v e s t e d i n p r o c e s s i m p r o v e m e n t
P r o j e c t s m o v e d t o h i g h e r l e v e l s - n u m b e r
D e l i v e r y t i m e - i n d a y s
F i n i s h e d p r o j e c t s t r e n d l i n e - n u m b e r
R e g a r d i n g e m p l o y e e s
N u m b e r
E m p l o y e e t u r n o v e r
R e g a r d i n g c u s t o m e r s
A c t i v e p r o j e c t c u s t o m e r s - v a l u e
N e w p r o j e c t c u s t o m e r s - v a l u e
3 3 0
( i v ) S o c i a l R e p o r t s ' ' "
S t a t e m e n t o f S o c i a l P o s i t i o n a n d r e l a t e d S t a t e m e n t o f S o c i a l P e r f o r m a n c e
9 3 5
R e s o u r c e s ( i n c l u d i n g M e a n s a n d A s s e t s )
A s p e r ( i i ) a b o v e
A s p e r ( i i i ) a b o v e
H u m a n r e s o u r c e s
B e n e f i t s f r o m c o m m u n i t y r e l a t i o n s h i p s
E n v i r o n m e n t a l r e s o u r c e s
W a t e r
A i r
O t h e r
R e s p o n s i b i l i t i e s ( i n c l u d i n g O b l i g a t i o n s a n d L i a b i l i t i e s )
A s p e r ( i i ) a b o v e
A s p e r ( i i i ) a b o v e
H u m a n r e s o u r c e s h e a l t h a n d , w o r k p l a c e r e s p o n s i b i l i t i e s
C o m m u n i t y r e s p o n s i b i l i t i e s
E n v i r o n m e n t a l r e s p o n s i b i l i t i e s
W a t e r
A i r
O t h e r
N o t e s t o t h e S o c i a l R e p o r t s
1 . B a s i s o f P r e p a r a t i o n
T h e s e s t a t e m e n t s s u p p o r t d e c i s i o n - m a k i n g b y p r o v i d i n g d a t a o f p a s t , c o n t e m p o r a r y
a n d f u t u r e e v e n t s o f a f i n a n c i a l , e c o n o m i c a n d s o c i a l n a t u r e . T h e s e d a t a a l s o m e e t
r e q u i r e m e n t s u n d e r s e l e c t e d r e g u l a t i o n s ( l o c a l , s t a t e , n a t i o n a l a n d i n t e r n a t i o n a l )
g o v e r n i n g t h e e n t i t y d u r i n g t h e s t a t e d p e r i o d .
S o c i a l R i s k A n a l y s i s & M a n a g e m e n t i n c l u d i n g K e y S o c i a l I n d i c a t o r s
T h e c o r p o r a t i o n ' s r i s k m a n a g e m e n t a p p r o a c h i s c o n s i s t e n t w i t h t h e A u s t r a l i a l N e w
Z e a l a n d R i s k M a n a g e m e n t S t a n d a r d ( D a v i d J o n e s A n n u a l R e p o r t , 2 0 0 5 , p 2 0 - 2 1 ) .
I n c l u d e d a r e q u a l i t a t i v e a n d q u a n t i t a t i v e ( b o t h m o n e t a r y a n d n o n - m o n e t a r y ) d a t a . A s
w e l l , d a t a f r o m ( i i ) a n d ( i i i ) a b o v e m a y b e i n c o r p o r a t e d .
( a ) Q u a l i t a t i v e
S t a t u t e s , r e g u l a t i o n s , s t a n d a r d s e t c o f a s o c i a l t y p e w i t h c o m p l i a n c e
r e q u i r e m e n t s ( s a y C o m m u n i t y H e a l t h & S a f e t y , H a z a r d o u s g o o d s , E n v i r o n m e n t a l &
p o l l u t i o n i s s u e s )
I n t e r n a t i o n a l c o n v e n t i o n s f o l l o w e d ( s a y U N H u m a n R i g h t s )
S o c i a l s t r a t e g i e s d e v e l o p e d
9 3 4 S u g g e s t e d i t e m s h e r e a r e c o n s i s t e n t w i t h s e l e c t e d d a t a f o r s o m e i t e m s f o u n d i n a n n u a l r e p o r t s o f
l i s t e d c o r p o r a t i o n s i n A u s t r a l i a ; w i t h d a t a f o u n d i n S y s t e m a t i c S o f t w a r e I n t e l l e c t u a l C a p i t a l R e p o r t
2 0 0 4 ; w i t h d a t a f o u n d i n W a s t e R e c y c l i n g G r o u p R e p o r t o n C o r p o r a t e R e s p o n s i b i l i t y 2 0 0 3 .
9 3 5 A r g u a b l y , a l t h o u g h s e c t i o n s o f t h e s e r e p o r t s c a n b e q u a n t i f i e d , t h e m a j o r t h r u s t s o f t h e s e d a t a a r e
b e s t r e p o r t e d q u a l i t a t i v e l y . A n y a d d i t i o n o r s u b t r a c t i o n i s d o n e w i t h e x t r e m e c a u t i o n .
3 3 1
P l a n n i n g p r o c e s s e s d e v e l o p e d
R e l a t e d c o n t r o l a n d m o n i t o r m e c h a n i s m s s e t a n d a p p l i e d
( b ) Q u a n t i t a t i v e - m o n e t a r y
D o n a t i o n s t o c o m m u n i t y g r o u p s
C o n t r i b u t i o n s t o c o m m u n i t y p r o t e c t i v e s e r v i c e s
C o s t s i n c u r r e d i n d e a l i n g w i t h p o l l u t i o n i s s u e s
R e g a r d i n g e m p l o y e e s
C o s t s o f e x g r a t i s p a y m e n t s
R e g a r d i n g c u s t o m e r s
C o s t s o f e x g r a t i s p a y m e n t s
R e g a r d i n g c o m m u n i t y i n t e r e s t s
G r e e n h o u s e G a s g e n e r a t e d p e r r e v e n u e u n i t
E n e r g y c o n s u m e d p e r r e v e n u e u n i t
T r a n s p o r t f u e l c o n s u m e d p e r r e v e n u e u n i t
( c ) Q u a n t i t a t i v e - n o n - m o n e t a r y
C o m p l i a n c e ( i n s a y d a y s ) w i t h v a r i o u s s o c i a l - t y p e r e g u l a t i o n s e t c
R e g a r d i n g e m p l o y e e s
L e v e l s o f e d u c a t i o n a c h i e v e d
I d e n t i f i e d c a r e e r p a t h s
C o m m i t m e n t a n d l o y a l t y i n d e x
E m p l o y e e s a t i s f a c t i o n
R e g a r d i n g c u s t o m e r s
C u s t o m e r s a t i s f a c t i o n
R e g a r d i n g c o m m u n i t y i n t e r e s t s
G r e e n h o u s e G a s g e n e r a t e d
b y b u s i n e s s u n i t s
s o u r c e
3 3 2
A A A
A A P
A A P A
A A R F
A A S
A A S B / A A S C
A c B / A c S B
A l A
A I C P A
A P B
A P R A
A R B
A R F
A R S
A S A
A S C
A S I C
A S O B A T
A S R B / A S R C
A S S C
A S X
A T B
A u A S B
C A P
C A S
C A T
C C A
C E O / C F O
C F
C G
C G B
C L E R P
C o C o A
C S R
D P V
E D
F A S A C
F A S B
F D R
F I F O / U F O
F T C
F R B
F R C
G A A P
G F S
G R I
H C A
A p p e n d i x V
G l o s s a r y o f a b b r e v i a t i o n s a n d a c r o n y m s
A m e r i c a n A c c o u n t i n g A s s o c i a t i o n
A c c e p t e d A c c o u n t i n g P r i n c i p l e s
A m e r i c a n A s s o c i a t i o n o f P u b l i c A c c o u n t a n t s
A u s t r a l i a n A c c o u n t i n g R e s e a r c h F o u n d a t i o n
A u s t r a l i a n A c c o u n t i n g S t a n d a r d s
A u s t r a l i a n A c c o u n t i n g S t a n d a r d s B o a r d / C o m m i t t e e
A c c o u n t i n g B o a r d / A c c o u n t i n g S t a n d a r d s B o a r d
A m e r i c a n I n s t i t u t e o f A c c o u n t a n t s
A m e r i c a n I n s t i t u t e o f C e r t i f i e d P u b l i c A c c o u n t a n t s
A c c o u n t i n g P r i n c i p l e s B o a r d
A u s t r a l i a n P r u d e n t i a l R e g u l a t i o n A u t h o r i t y
A c c o u n t i n g R e s e a r c h B u l l e t i n
A c c o u n t i n g R e s e a r c h F o u n d a t i o n
A c c o u n t i n g R e s e a r c h S t u d y
A u s t r a l i a n S o c i e t y o f A c c o u n t a n t s
A u s t r a l i a n S e c u r i t i e s C o m m i s s i o n
A u s t r a l i a n S e c u r i t i e s a n d I n v e s t m e n t s C o m m i s s i o n
A S t a t e m e n t o f B a s i c A c c o u n t i n g T h e o r y
A c c o u n t i n g S t a n d a r d s R e v i e w B o a r d / C o m m i t t e e
A c c o u n t i n g S t a n d a r d s S t e e r i n g C o m m i t t e e
A u s t r a l i a n S t o c k E x c h a n g e
A c c o u n t i n g T e r m i n o l o g y B u l l e t i n
A u d i t i n g a n d A s s u r a n c e S t a n d a r d s B o a r d
C o m m i t t e e o n A c c o u n t i n g P r o c e d u r e s
C o m p l e x A d a p t i v e S y s t e m
C o m m i t t e e o n A c c o u n t i n g T e r m i n o l o g y
C u r r e n t C o s t A c c o u n t i n g
C h i e f E x e c u t i v e l F i n a n c i a l O f f i c e r
C o n c e p t u a l F r a m e w o r k
C o r p o r a t e G o v e r n a n c e
C i t y o f G l a s g o w B a n k
C o r p o r a t e L a w E c o n o m i c R e f o r m P r o g r a m
C o n t i n u o u s l y C o n t e m p o r a r y A c c o u n t i n g
C o r p o r a t e S o c i a l R e s p o n s i b i l i t y
D i s c o u n t e d P r e s e n t V a l u e
E x p o s u r e D r a f t
F i n a n c i a l A c c o u n t i n g S t a n d a r d s A d v i s o r y C o m m i t t e e
F i n a n c i a l A c c o u n t i n g S t a n d a r d s B o a r d
F r a n k l i n D R o o s e v e l t
F i r s t l L a s t i n , F i r s t l L a s t o u t
F e d e r a l T r a d e C o m m i s s i o n
F e d e r a l R e s e r v e B a n k
F i n a n c i a l R e p o r t i n g C o u n c i l
G e n e r a l l y A c c e p t e d A c c o u n t i n g P r i n c i p l e s
G o v e r n m e n t F i n a n c e S t a t i s t i c s
G l o b a l R e p o r t i n g I n i t i a t i v e
H i s t o r i c a l C o s t A c c o u n t i n g
3 3 3
I A S B
I A S C
I B A A
I C
I C A / I C C
I C A A
I C A E W
I F R S
I M C
J P
K & T
L & G F
L I C
L R B
L T C M
M I S
N C S C
N Y S E
O E C D
P A T
P S A S B
R o A P
R M S P
R C V M
S A C
S E C
S F A C
S M C
U I G
T C & I
U K
U S A
W W
I n t e r n a t i o n a l A c c o u n t i n g S t a n d a r d s B o a r d
I n t e r n a t i o n a l A c c o u n t i n g S t a n d a r d s C o m m i t t e e
T h e I n v e s t m e n t B a n k e r s A s s o c i a t i o n o f A m e r i c a
I n d u s t r i a l C o m m i s s i o n
I n t e r s t a t e C o m m e r c e A c t / C o m m i s s i o n
I n s t i t u t e o f C h a r t e r e d A c c o u n t a n t s i n A u s t r a l i a
I n s t i t u t e o f C h a r t e r e d A c c o u n t a n t s i n E n g l a n d a n d W a l e s
I n t e r n a t i o n a l F i n a n c i a l R e p o r t i n g S t a n d a r d s
I n t e r n a t i o n a l M a t c h C o r p o r a t i o n
J o h n P i e r p o i n t M o r g a n
K r e u g e r & T o l l
L o n d o n a n d G l o b e F i n a n c e C o r p o r a t i o n
L e g i s l a t i v e I n v e s t i g a t i n g C o m m i t t e e
L e g i s l a t i o n R e v i e w B o a r d
L o n g T e r m C a p i t a l M a n a g e m e n t
M a n a g e m e n t I n f o r m a t i o n S y s t e m
N a t i o n a l C o m p a n i e s a n d S e c u r i t i e s C o m m i s s i o n
N e w Y o r k S t o c k E x c h a n g e
O r g a n i s a t i o n f o r E c o n o m i c C o o p e r a t i o n a n d D e v e l o p m e n t
P o s i t i v e A c c o u n t i n g T h e o r y
P u b l i c S e c t o r A c c o u n t i n g S t a n d a r d s B o a r d
R e c o m m e n d a t i o n o n A c c o u n t i n g P r o c e d u r e
R o y a l M a i l S t e a m P a c k e t C o m p a n y
R e l a t i v e C u r r e n t V a l u e M o d e l
S t a t e m e n t o f A c c o u n t i n g C o n c e p t s
S e c u r i t i e s a n d E x c h a n g e C o m m i s s i o n
S t a t e m e n t o f F i n a n c i a l A c c o u n t i n g C o n c e p t s
S w e d i s h M a t c h C o m p a n y
U r g e n t I s s u e s G r o u p
T e n n e s s e e C o a l a n d I r o n
T h e U n i t e d K i n g d o m
T h e U n i t e d S t a t e s o f A m e r i c a
W o r l d W a r
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A p p e n d i x V I
S u m m a r y o f A r g u m e n t s
A s p o i n t e d o u t i n 1 . 5 , t h e d e v e l o p m e n t o f t h e A r g u m e n t i s f o u n d i n t h e S u m m a r y a n d
C o n c l u s i o n s i n C h a p t e r s 2 t o 8 i n c l u s i v e . F o u r t h e m e s e v o l v e d a s t h e s t u d y p r o g r e s s e d
a n d i n t h i s A p p e n d i x t h e t o t a l A r g u m e n t i s r e p r o d u c e d . O f t h e t h r e e n u m b e r
c l a s s i f i c a t i o n u s e d , t h e f i r s t n u m b e r r e f e r s t o t h e C h a p t e r ; t h e s e c o n d t o t h e p a r t i c u l a r
t h e m e ; t h e t h i r d t o t h e p o i n t o f i n t e r e s t .
T h e m e 1 . I d e n t i f i c a t i o n o f s e l e c t e d g e n e r a l i s s u e s .
2 . 1 1 R e l a t i o n s h i p s a m o n g i n d i v i d u a l s a n d g r o u p s r e q u i r e d a n a c c o u n t i n g .
2 . 1 2 R e l a t i o n s h i p s a m o n g i n d i v i d u a l s a n d g r o u p s r e q u i r e d a g o v e r n a n c e f r a m e w o r k .
2 . 1 3 D e b a t e s o c c u r r e d r e g a r d i n g a p p l i c a t i o n s o f i d e a s i n p r a c t i c e .
2 . 1 4 L i m i t e d d e b a t e o c c u r r e d r e g a r d i n g t h e p h i l o s o p h y u n d e r l y i n g p r a c t i c e .
2 . 1 5 A n i n t e g r a l r e l a t i o n s h i p w a s t h a t w i t h t h e s t e w a r d
2 . 1 6 W i t h i n m a n o r - t y p e r e l a t i o n s h i p s , a n a r r o w s c o p e o f s t e w a r d s h i p s u f f i c e d
2 . 1 7 S t e w a r d s h i p r e q u i r e d r e c o r d i n g a n d b o o k k e e p i n g ; r e p o r t i n g ; c h e c k i n g a n d
a u d i t i n g .
2 . 1 8 A s c o m m e r c e / m e r c a n t i l i s m g r e w , a l s o d i d r e l a t i o n s h i p s a m o n g s t a k e h o l d e r s w h o
r e q u i r e d a b r o a d e r s c o p e o f s t e w a r d s h i p .
3 . 1 1 C o r p o r a t e m a n a g e m e n t t e n d e d t o w a r d s a v i e w o f c o n f i d e n t i a l i t y a n d s e c r e c y ,
d e m a n d i n g m o r e l a t i t u d e i n r e p o r t i n g .
3 . 1 2 S e l e c t e d o t h e r s t a k e h o l d e r s d e m a n d e d g r e a t e r p u b l i c i t y .
3 . 1 3 S e l e c t e d o t h e r s t a k e h o l d e r s d e m a n d e d i n c r e a s e d r e g u l a t o r y o v e r v i e w , p e r h a p s
u n d e r u n i f o r m a p p l i c a t i o n s a n d r e p o r t i n g .
3 . / 4 S e l f - r e g u l a t o r y p r o c e s s e s , i n c l u d i n g ' t h e m a r k e t ' , d e b a t e d .
3 . 1 5 ' M o r a l r e g e n e r a t i o n ' w a s s u g g e s t e d a s a s o l u t i o n t o o v e r c o m e v a r i o u s
q u e s t i o n a b l e p r a c t i c e s .
3 . 1 6 P e r s o n a l q u a l i t i e s , l i k e t r a i n i n g a n d h e r i t a g e , w e r e r a i s e d a s p o t e n t i a l
r e g u l a t o r y p r o c e s s e s , i n c l u d i n g v i a p r o f e s s i o n a l d e v e l o p m e n t o f s t a n d a r d s .
4 . 1 1 P u b l i c i t y r e g a r d i n g f i n a n c i a l i n f o r m a t i o n c o n t i n u e d t o b e d e b a t e d
4 . 1 2 M a n a g e m e n t c o n t i n u e d t o b e g i v e n d i s c r e t i o n a n d s c o p e t o m a n a g e i n f o r m a t i o n
o n i n c o m e .
4 . 1 3 G o v e r n m e n t p o l i c i e s s e e k i n g i n v e s t m e n t i n t a n g i b l e a s s e t s w e r e u n d e r m i n e d b y
e c o n o m i c i s s u e s w h i c h r e s u l t e d i n h i g h e r r e t u r n s f r o m i n v e s t m e n t i n n o n - t a n g i b l e
a s s e t s .
4 . 1 4 S e l f - r e g u l a t i o n b y c o - o p e r a t i o n a m o n g p r i v a t e g r o u p s i s t h e p r e f e r r e d m e t h o d o f
c o n t r o l .
4 . 1 5 I t i s a r g u e d t h a t i n a c c o u n t i n g , c o m m e r c i a l l f i n a n c i a l n e e d s a r e d i s t i n c t f r o m
e c o n o m i c n e e d s .
4 . 1 6 W h i l e a t f i r s t s p e c u l a t i o n i s s e e n a s c a u s e o f e c o n o m i c a n d s o c i a l d i f f i c u l t i e s ,
l a t e r r e v e l a t i o n s s e e q u e s t i o n i n g a n d c r i t i c i s m o f a c c o u n t i n g .
5 . 1 1 G r o w t h o c c u r r e d i n p e o p l e ' s c a p i t a l i s m v i a d i r e c t i n v e s t m e n t i n s h a r e s o f a
c o r p o r a t i o n a n d i n d i r e c t l y a s c r e d i t o r s , e m p l o y e e s o r c o n s u m e r s .
5 . 1 2 G r o w t h o c c u r r e d i n i n v e s t m e n t i n s h a r e s v i a t h e e x p a n s i o n o f p e n s i o n a n d
s u p e r a n n u a t i o n f u n d s .
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5 . 1 3 M u c h d i s c r e t i o n s t i l l r e m a i n e d f o r t h e a p p l i c a t i o n o f ' j u d g m e n t b y m a n a g e m e n t ' ,
e s p e c i a l l y r e g a r d i n g ' p u b l i c i t y ' .
6 . 1 1 T h e a c c o u n t a b i l i t y o f d i r e c t o r s / m a n a g e m e n t t o o t h e r s t a k e h o l d e r s w a s
q u e s t i o n e d .
6 . 1 2 D e b a t e o n t h e m e a n i n g o f a q u a l i t a t i v e s t a n d a r d l i k e t h e p h r a s e ' t r u e a n d f a i r
v i e w ' c o n t i n u e d .
6 . 1 3 T h e t e c h n i c a l i n t e r p r e t a t i o n o f a q u a l i t a t i v e s t a n d a r d w a s p r o m o t e d b y s o m e
a c c o u n t a n t s .
7 . 1 1 G r a n t i n g o f l e g a l b a c k i n g f o r A A S i n c r e a s e d t h e p o w e r o f l a w y e r s w h o h a d
f o r m e r l y p l a y e d t h e m a j o r r o l e i n 1 9
t h
C e n t u r y ( C h a p t e r 2 ) .
7 . 1 2 L a w y e r s ' a r g u m e n t s w o u l d b e b a s e d o n w h a t i s a c t u a l l y w r i t t e n i n a p a r t i c u l a r
A A S .
7 . 1 3 D e v e l o p m e n t s c o n t i n u e b e y o n d r e p o r t i n g o f f i n a n c i a l i n f o r m a t i o n , e s p e c i a l l y
u n d e r e n v i r o n m e n t a l r e p o r t i n g .
8 . 1 1 T e n s i o n s c o n t i n u e o n t h e d e f i n i t i o n o f a c c o u n t i n g .
8 . 1 2 T e n s i o n s o c c u r b e t w e e n G A A P a n d l e g a l t e r m i n o l o g y .
8 . 1 3 T e n s i o n s w e r e c r e a t e d b y d e v e l o p m e n t o f n e w i t e m s l i k e d e r i v e d f i n a n c i a l
i n s t r u m e n t s .
T h e m e 2 . I n c o r p o r a t i o n o f i d e a s o f C G a n d c h o i c e ,
2 . 2 1 F o r m a t i o n o f c o m p a n i e s w a s t h r o u g h ' p r i v a t e ' c o n t r a c t s i n i t i a l l y b e t w e e n K i n g
o r Q u e e n a n d t h e p r o p r i e t o r s a n d l a t e r b e t w e e n S t a t e a n d t h e p r o p r i e t o r s .
2 . 2 2 F o r m a t i o n o f c o m p a n i e s b e c a m e m o r e ' p u b l i c ' w h e n g e n e r a l i n c o r p o r a t i o n b y
r e g i s t r a t i o n w a s i n t r o d u c e d .
2 . 2 3 I n v e s t o r s r e q u i r e d s t r i c t g u i d e l i n e s a s p r o t e c t i o n f r o m a b u s e b y p r o m o t e r s a n d
m a n a g e m e n t .
2 . 2 4 U n l i m i t e d l i a b i l i t y w a s u s e d a s a g o v e r n a n c e t o o l .
2 . 2 5 E c o n o m i c g r o w t h a n d l a r g e s c a l e i n v e s t m e n t s w e r e f a c i l i t a t e d b y j o i n t s t o c k
c o m p a n i e s i n c o r p o r a t e d t h r o u g h g e n e r a l r e g i s t r a t i o n - s u b j e c t t o a s q u i d p r o q u o
p u b l i c i t y p r o v i s i o n s - a n d l a t e r w i t h l i m i t e d l i a b i l i t y , p r o v i d i n g l e g a l p r o t e c t i o n o f
i n v e s t o r s w h i c h c o n t i n u e d t o b e r e q u i r e d .
2 . 2 6 M a n a g e m e n t b e c a m e i n d e p e n d e n t o f o w n e r s a n d a s t a k e h o l d e r i n i t s o w n r i g h t .
2 . 2 7 I n a c o n t e x t o f a m a n a g e m e n t - s t a k e h o l d e r s ( m a i n l y s h a r e h o l d e r s a n d s e l e c t e d
c r e d i t o r s ) r e l a t i o n s h i p , t h e a c c o u n t a n t s a d o p t e d a n a r r o w s t e w a r d s h i p r o l e w i t h o u t
m u c h r e f e r e n c e t o a d e c i s i o n - m a k i n g r o l e .
2 . 2 8 A l i n k w a s f o r g e d b e t w e e n m a n a g e r i a l c o n t r o l a n d f i n a n c e h o u s e s .
2 . 2 9 P u b l i c i t y i n g e n e r a l a n d p u b l i c i t y o f f i n a n c i a l i n f o r m a t i o n i n p a r t i c u l a r w e r e
s e e n a s g o v e r n a n c e t o o l s .
2 . 2 9 a M a n a g e m e n t s o u g h t d i s c r e t i o n i n r e p o r t i n g .
2 . 2 9 b T h e i d e a w a s j l o a t e d t h a t d i s c l o s u r e b y h o n e s t c o r p o r a t i o n s c o u l d b e u s e d a s a
s t a n d a r d f o r u n i f o r m r u l e s o f d i s c l o s u r e .
3 . 2 1 T h e c o r p o r a t i o n i s a n a l y s e d m o r e a s a n e c o n o m i c o r g a n i s a t i o n r e l a t i v e t o t h e
p r e v i o u s l e g a l a p p r o a c h .
3 . 2 2 A r g u m e n t i s m a d e f o r r e p o r t i n g s e l e c t e d r i s k f a c t o r s .
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3 . 2 3 T h e a b i l i t y o f i n v e s t o r s t o i n t e r p r e t c o r p o r a t e f i n a n c i a l s t a t e m e n t s i s q u e s t i o n e d .
3 . 2 4 E f f o r t t e n d s t o b e e x p e n d e d o n i s s u e s o f f o r m a t a t t h e e x p e n s e o f q u e s t i o n s o f
p r i n c i p l e .
3 . 2 5 Q u a l i t y o f i n f o r m a t i o n p r o d u c e d a n d l i n k s t o i s s u e s l i k e f o r m a t - t h e s u b s t a n c e -
o v e r - f o r m a r g u m e n t - a r e n o t e x p l i c i t l y e s t a b l i s h e d .
4 . 2 1 T h e c o r p o r a t i o n i s a c c e p t e d a s a k e y e c o n o m i c d e v i c e , t i l t i n g t h e b a l a n c e a w a y
f r o m s o c i a l i s s u e s .
4 . 2 2 I s s u e s o f f o r m t e n d t o d o m i n a n t t h o s e o f q u a l i t y .
4 . 2 3 A f t e r t h e 1 9 2 9 C r a s h a n d t h e f o l l o w i n g d e p r e s s i o n , p u b l i c m o o d c h a n g e s
t o w a r d s t h e n e e d f o r l e g i s l a t i o n .
5 . 2 1 T h e c o r p o r a t i o n i n U S A b e c a m e a s o c i a l c o n s t r u c t a s w e l l a s b e i n g p r e v i o u s l y
a n e c o n o m i c o n e .
5 . 2 2 D a t a s o u g h t f o r C G a n d c h o i c e w e r e n o t n e c e s s a r i l y o f a f i n a n c i a l t y p e .
6 . 2 1 T h e r o l e o f a c c o u n t i n g r e p o r t s i n a n y a c c o u n t a b i l i t y o f d i r e c t o r s w a s q u e s t i o n e d .
6 . 2 2 T h e u s e o f d a t e d f i g u r e s i n a c c o u n t i n g r e p o r t s w i t h t h e p o t e n t i a l t o m i s l e a d
i n v e s t o r s w a s q u e s t i o n e d .
6 . 2 3 T h e n e e d f o r s t a k e h o l d e r s t o r e c e i v e c o n t e m p o r a r y f i n a n c i a l d a t a i n r e p o r t s i f t o
b e u s e d i n d e c i s i o n - m a k i n g .
7 . 2 1 D e v e l o p m e n t s c o n t i n u e b e y o n d r e p o r t i n g o f f i n a n c i a l i n f o r m a t i o n , e s p e c i a l l y i n
C G S t a t e m e n t s .
8 . 2 1 C o n v e n t i o n a l a c c o u n t i n g - M a y ' s l e g a c y - w a s s t i l l s e e n t o h a v e a f u n c t i o n i n C G .
8 . 2 2 T h e ' t o t a l s c e n e ' i n c h o i c e w a s s e l d o m i n t r o d u c e d i n d e b a t e s o n o r c r i t i c i s m s o f
C o C o A .
8 . 2 3 A t t h e a p p l i c a t i o n l e v e l , t e n s i o n s a r o s e w h i c h s u g g e s t e d a n e e d f o r r e p o r t s
d i s t i n c t f r o m f i n a n c i a l o n e s .
T h e m e 3 . I n c o r p o r a t i o n o f i s s n e s o f a c c o u n t i n g i n g e n e r a l
2 . 3 1 A c c o u n t i n g p r o f e s s i o n a l g r o u p s w e r e e s t a b l i s h e d .
2 . 3 2 C o n v e n t i o n s f o u n d i n p r a c t i c e w e r e s u p p o r t e d a n d a p p l i e d b y a c c o u n t a n t s .
2 . 3 3 C o n v e n t i o n s w e r e p r a c t i c e d t o m e e t t e n s i o n s r e g a r d i n g t h e d e t e r m i n a t i o n o f
i n c o m e .
2 . 3 4 T h e q u a l i t a t i v e s t a n d a r d ' f u l l a n d f a i r ' ( n o w ' t r u e a n d f a i r ' ) w a s n o t e x p l i c i t l y
l i n k e d t o a c c o u n t i n g c o n v e n t i o n s .
2 . 3 5 A b o o m - c r i s i s - b o o m c y c l e w a s e s t a b l i s h e d w h e r e q u e s t i o n a b l e r e p o r t i n g
p r a c t i c e s f r o m c o r p o r a t i o n s l e d t o a s c r u t i n y o f a c c o u n t i n g m e t h o d s a n d p r a c t i c e s .
2 . 3 6 S t a k e h o l d e r s o t h e r t h a n s h a r e h o l d e r s a n d m a n a g e m e n t a r e a f f e c t e d b y t h e
a c t i o n s a n d r e p o r t i n g b y m a n a g e m e n t o f c o r p o r a t i o n s .
2 . 3 7 T h e c o n t i n u i t y o f c o r p o r a t i o n s g a v e r i s e t o a g o i n g - c o n c e r n v a l u a t i o n o f a s s e t s .
2 . 3 8 A l i n k b e t w e e n c r i s e s / f i n a n c i a l c o l l a p s e s a n d a n e e d f o r r e f o r m o f a c c o u n t i n g
r e p o r t s t o p r o v i d e b e t t e r q u a l i t y i n f o r m a t i o n w a s f o r g e d .
3 . 3 1 A c c o u n t i n g p r o f e s s i o n a l g r o u p s f a c e e m e r g i n g i n s t i t u t i o n a l t e n s i o n s .
3 . 3 2 A c c o u n t i n g p r o f e s s i o n a l g r o u p s m a k e s u b m i s s i o n s t o i n q u i r y c o m m i t t e e s .
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3 . 3 3 S o m e e f f o r t i s e x p e n d e d o n u n d e r l y i n g r e a s o n i n g o f a c c o u n t i n g ( a n a c a d e m i c
a p p r o a c h ) r e l a t i v e t o i s s u e s o f a p p l i c a t i o n .
3 . 3 4 S p r a g u e i n t r o d u c e s t h e n o t i o n o f r e c i p r o c i t y w h i c h h a s i m p l i c a t i o n s f o r
i d e n t i f i c a t i o n a n d m e a s u r e m e n t d e b a t e s o n a s s e t s a n d l i a b i l i t i e s .
3 . 3 5 F i s h e r i n t r o d u c e s e c o n o m i c i d e a s o f f u t u r e e x p e c t a t i o n s a n d d i s c o u n t e d v a l u e s
w h i c h a r e t o b e a p p l i e d i n a c c o u n t i n g - a g o i n g - c o n c e r n v a l u a t i o n .
4 . 3 1 L i m i t a t i o n s o f t h e o u t p u t o f a c c o u n t i n g a r e s t r e s s e d u n d e r M a y L e g a c y .
4 . 3 2 T e c h n i c a l m e a n i n g s a n d c o n v e n t i o n s a d o p t e d i n a c c o u n t i n g .
4 . 3 3 U n d e r M a y L e g a c y , n o n - a c c o u n t a n t s a r e t o b e e d u c a t e d r e g a r d i n g m a t t e r s l i k e
t h e s e .
4 . 3 4 U n d e r M a y L e g a c y , p e r s o n a l q u a l i t i e s a r e s e e n a s t h e s o l u t i o n o f p r o b l e m s i n
a c c o u n t i n g .
4 . 3 5 S o m e l i k e M a c N e a l a r g u e d t h e p r o b l e m w a s n o t a m o r a l o n e b u t a n i n t e l l e c t u a l
o n e .
4 . 3 6 F i n d i n g s f r o m i n v e s t i g a t i o n s i n t o c o l l a p s e s s e e m o o d f o r l e g i s l a t i o n i n c l u d i n g
t h a t o n a c c o u n t i n g , s t r e n g t h e n e d .
4 . 3 7 T h e i n c o m e s t a t e m e n t i s d e e m e d t h e d o m i n a n t s t a t e m e n t .
4 . 3 8 T e n s i o n g r o w s a m o n g t h o s e i n t h e p r a c t i t i o n e r a n d i n t h e a c a d e m i c w i n g s o f t h e
p r o f e s s i o n .
5 . 3 1 W a s t h e s t a t e d r e c i p i e n t o f a b a l a n c e s h e e t a l a y - p e r s o n o r a t e c h n i c a l p e r s o n ?
5 . 3 2 Q u e s t i o n s w e r e r a i s e d i n A u s t r a l i a i n a ' R e v a l u a t i o n o f A c c o u n t i n g ' a t b o t h t h e
i n s t i t u t i o n a l a n d i n f o r m a t i o n l e v e l s .
5 . 3 3 L a c k i n g u n d e r l y i n g r e a s o n i n g b a s e d o n l o g i c a l p r e m i s e s , p r o b l e m s i n r e p o r t i n g
c o n t i n u e d t o b e a p p r o a c h e d i n a c a s e - b y - c a s e m a n n e r .
5 . 3 4 D a t a o f s o c i a l a n d e c o n o m i c t y p e s e e m e d i n t e r m i n g l e d w i t h t h a t o f a f i n a n c i a l
t y p e .
5 . 3 5 Q u e s t i o n s w e r e a s k e d l i k e ' W h a t w a s " r e a s o n a b l y o b j e c t i v e " e v i d e n c e ' ?
6 . 3 1 W h e t h e r a c c o u n t i n g i n p r i n c i p l e d i f f e r e d a m o n g t y p e s o f e n t i t i e s ( e s p e c i a l l y
b e t w e e n c o r p o r a t i o n s a n d i n d i v i d u a l s ) w a s d e b a t e d .
6 . 3 2 W h e t h e r t e r m i n o l o g y w a s t o d i f f e r a m o n g t y p e s o f e n t i t i e s .
6 . 3 3 T h e v a r i a b i l i t y o f G A A P a n d s e l e c t e d p r a c t i c e s i n a c c o u n t i n g c o n t i n u e d t o c a u s e
c o n c e r n .
6 . 3 4 H o w w e r e r e l a t e d p r i n c i p l e s / s t a n d a r d s / r u l e s t o b e d e v e l o p e d ?
6 . 3 5 W h o w a s t o d e v e l o p t h o s e p r i n c i p l e s / s t a n d a r d s / r u l e s ?
6 . 3 6 W h e t h e r a n d h o w c o n t e m p o r a r y m o n e t a r y a m o u n t s o f a s s e t s m i g h t b e
i n c o r p o r a t e d .
6 . 3 7 W h e t h e r a n d h o w t o i n c o r p o r a t e c h a n g e s i n t h e s e c o n t e m p o r a r y m o n e t a r y
a m o u n t s i n d e t e r m i n i n g i n c o m e .
6 . 3 8 W h e t h e r a n d h o w t o i n c o r p o r a t e c h a n g e s i n p r i c e l e v e l s i n g e n e r a l i n
d e t e r m i n i n g i n c o m e .
7 . 3 1 T h e v a r i o u s b l o c k s / l e v e l s o f t h e C F h i g h l i g h t e d p o t e n t i a l a r g u m e n t a m o n g t h o s e
l e v e l s .
7 . 3 2 D e b a t e c o n t i n u e d o n t h e r a t e o f c h a n g e f r o m c o n v e n t i o n a l a c c o u n t i n g .
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7 . 3 3 R a d i c a l c h a n g e w a s r e s i s t e d , e s p e c i a l l y b y p r e p a r e r s o f r e p o r t s a n d
m a n a g e m e n t .
7 . 3 4 S A C s h a v e a r o c k y e x i s t e n c e a s o n e i s s t i l l t o b e d e v e l o p e d f o r B l o c k 1 , m a j o r
r e s i s t a n c e w a s f o u n d t o S A C 4 a n d S A C s r e g a r d i n g B l o c k s o n m e a s u r e m e n t w e r e t o
s e e a l e n g t h y g e s t a t i o n p e r i o d .
7 . 3 5 I n c o n s i s t e n c i e s a m o n g a c c o u n t i n g s t a n d a r d s a n d t h e C F c o n t i n u e .
7 . 3 6 M u t e d c r i t i c i s m i s o f f e r e d o f a c c o u n t i n g d a t a a s a r g u a b l y t h e C F p r o j e c t i s s e e n
t o h a v e i m p r o v e d A A S .
7 . 3 7 C r i t i c i s m w a s c o n c e n t r a t e d o n p e r s o n a l q u a l i t i e s o f i n d i v i d u a l s , i n c l u d i n g
a c c o u n t a n t s .
7 . 3 8 F e w a c a d e m i c a c c o u n t a n t s d e b a t e d t h e q u a l i t y o f f i n a n c i a l i n f o r m a t i o n .
8 . 3 1 T e n s i o n s c o n t i n u e t o o c c u r i n t e r m i n o l o g y u s e d u n d e r G A A P i n g e n e r a l .
8 . 3 2 B y c o n v e n t i o n a l a c c o u n t i n g d e a l i n g w i t h ' c o s t s ' a n d t h e i r a l l o c a t i o n ,
m e a s u r e m e n t i s s u e s w e r e i n h e r e n t l y i n c l u d e d i n i s s u e o f i d e n t i f i c a t i o n o r d e f i n i t i o n .
8 . 3 3 A t t e m p t s t o i n c l u d e n o t i o n s f r o m m e a s u r e m e n t p r o p e r l i k e
• t h e i d e n t i f i c a t i o n o f a p r o p e r t y d e b a t e o r
• a d d i t i v i t y i n t h e p h y s i c a l s e n s e d e b a t e
s e e m e d t o h a v e
• l i t t l e e f f e c t o n a p p l i c a t i o n s b y p r a c t i t i o n e r s a n d
• a n a b i l i t y t o d e r a i l p r o p o s a l s ( l i k e C o C o A ) t o c h a n g e c o n v e n t i o n a l a c c o u n t i n g .
8 . 3 4 V a r i o u s a t t e m p t s w e r e m a d e t o a c c o u n t u s i n g s o m e f o r m o f ' c u r r e n t v a l u e "
e s p e c i a l l y i n t i m e s o f h i g h i n f l a t i o n .
8 . 3 5 C h a m b e r s ' C o C o A w a s s e e n a s a r a d i c a l c h a n g e f r o m c o n v e n t i o n a l a c c o u n t i n g .
8 . 3 6 A l t e r n a t i v e s t o c o n v e n t i o n a l a c c o u n t i n g m e a s u r e s ( a n d C o C o A ) i n c l u d e d
d e p r i v a l v a l u e .
8 . 3 7 A l t e r n a t i v e s t o c o n v e n t i o n a l a c c o u n t i n g m e a s u r e s ( a n d C o C o A ) i n c l u d e d f a i r
v a l u e .
8 . 3 8 D e b a t e w a s f o u n d o n w h e t h e r f a i r v a l u e d i f f e r e d f r o m d e p r i v a l v a l u e .
T h e m e 4 . I n c o r p o r a t i o n o f i s s u e s o f l i a b i l i t i e s i n p a r t i c u l a r .
2 . 4 1 A l e g a l b e n t i d e n t i f i e d l i a b i l i t i e s .
2 . 4 2 L i a b i l i t i e s t e n d e d t o b e s h o w n a t a l e g a l , n o m i n a l a m o u n t .
2 . 4 3 A d i s t i n c t i o n w a s f o r g e d b e t w e e n l e g a l a n d m o r a l o b l i g a t i o n s .
2 . 4 4 N e w p r a c t i c e s l i k e t h e o p e n - e n d e d m o r t g a g e , w h i l e n o t a f f e c t t h e r e p o r t i n g o f
l i a b i l i t i e s , h a d i m p l i c a t i o n s f o r t h e r e p o r t i n g o f t h e a m o u n t o f t h a t l i a b i l i t y .
3 . 4 1 S p r a g u e p r o v i d e s r e a s o n i n g u n d e r l y i n g i s s u e s c o n c e r n i n g l i a b i l i t i e s .
3 . 4 2 A c t u a r i a l a s s e s s m e n t s a r e w e l l e s t a b l i s h e d w i t h p o t e n t i a l a p p l i c a t i o n i n
a c c o u n t i n g i n g e n e r a l a n d f o r l i a b i l i t i e s i n p a r t i c u l a r .
3 . 4 3 S o m e s u g g e s t a ' t h i r d p l a c e ' o n t h e e q u i t y s i d e o f t h e b a l a n c e s h e e t .
4 . 4 4 L i a b i l i t i e s c o n t i n u e d t o b e d e b a t e d m a i n l y a t t h e a p p l i c a t i o n l e v e l , t h o u g h s o m e
i n t h e a c a d e m i c w i n g r e l a t e d s o u g h t u n d e r l y i n g r e a s o n i n g .
4 . 4 5 D e b a t e s o n l i a b i l i t i e s i n c l u d e d i s s u e s o f d e f i n i t i o n a n d m o n e t a r y a m o u n t .
5 . 4 1 A c l e a r d i s t i n c t i o n w a s s u g g e s t e d b e t w e e n i d e n t i f i c a t i o n / r e c o g n i t i o n a n d
m e a s u r e m e n t o f l i a b i l i t i e s .
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5 . 4 2 T r e a t m e n t o f s e l e c t e d i t e m s w i t h i n t e r a c t i o n s f o r l i a b i l i t i e s , l i k e p e n s i o n p l a n s
a n d l e a s e s , p r o d u c e d t e n s i o n s f o r r e p o r t s u n d e r c o n v e n t i o n a l a c c o u n t i n g .
5 . 4 3 N e w f i n a n c i a l i n s t r u m e n t s p r o v i d e d d i f f i c u l t i e s f o r c l a s s i f i c a t i o n a s e i t h e r
l i a b i l i t y o r o w n e r s ' e q u i t y , l e a d i n g t o s u g g e s t i o n s f o r a t h i r d e l e m e n t o n t h e e q u i t y
s i d e o f t h e b a l a n c e s h e e t .
5 . 4 4 W h a t w a s t h e c o n n e c t i o n , i f a n y , a m o n g t e r m s l i k e ' o b l i g a t i o n s ' , ' l i a b i l i t i e s ' ,
' c l a i m s ' a n d ' d e b t s ' ?
5 . 4 5 W h a t w a s ' a n e s t a b l i s h e d b u r d e n ' a n d h o w m i g h t i t b e r e l a t e d t o ' r e a s o n a b l y
o b j e c t i v e e v i d e n c e ' ?
5 . 4 6 H o w w e r e ' i m p r o b a b l e a n d c o n j e c t u r a l c l a i m s ' t o b e m a d e o p e r a t i o n a l ?
6 . 4 1 W h e t h e r a n d h o w c o n t e m p o r a r y m o n e t a r y a m o u n t s o f l i a b i l i t i e s m i g h t b e
i n c o r p o r a t e d .
7 . 4 1 L i a b i l i t i e s a r i s i n g f r o m l e g a l a n d s o c i a l g r o u n d s i n t e r m i x e s t w o d i s t i n c t i s s u e s ,
w i t h i n t e r a c t i o n s f o r f i n a n c i a l o n e s .
7 . 4 2 T h e t i m e f r a m e a d o p t e d i n C F s i n t r o d u c e d a n t i c i p a t o r y i s s u e s w h i c h l e d t o
t e n s i o n s .
7 . 4 3 T h e d e g r e e o f e s t i m a t i o n a l l o w e d i n t h e r e p o r t i n g o f l i a b i l i t i e s l e d t o t e n s i o n s i n
m e a s u r e m e n t ( S e e C h a p t e r 8 ) .
7 . 4 4 L i a b i l i t i e s a r e t o b e r e c o g n i s e d i n p r i n c i p l e i n t h e b a l a n c e s h e e t , b u t t e n s i o n s
r e m a i n f r o m a p p l i c a t i o n d i f f i c u l t i e s s e e i n g t h e i r r e c o g n i t i o n i n n o t e s o r o t h e r p a r t s o f
t h e a n n u a l r e p o r t .
8 . 4 1 T e n s i o n s c o n t i n u e t o o c c u r i n t e r m i n o l o g y u s e d u n d e r G A A P f o r l i a b i l i t i e s i n
p a r t i c u l a r .
C o n v e n t i o n a l a c c o u n t i n g s t i l l s u p p o r t e d a c a r r y i n g v a l u e w h i c h c o u l d b e d e t e r m i n e d
i n v a r i o u s w a y s .
8 . 4 2 C h a m b e r s c o n t i n u e d t o s u p p o r t ' c o n t r a c t u a l a m o u n t ' t o d e t e r m i n e t h e m o n e t a r y
a m o u n t o f a l i a b i l i t y .
8 . 4 3 U n d e r C o C o A , f a c e v a l u e , m a r k e t t r a d i n g p r i c e o r d i s c o u n t e d p r e s e n t v a l u e d i d
n o t p r o v i d e t h e m o n e t a r y a m o u n t f o r f i n a n c i a l p o s i t i o n p u r p o s e s ; t h a t w a s n o t t o
a r g u e t h a t t h e s e o t h e r v a l u e s o r p r i c e s w e r e i r r e l e v a n t i n d e c i s i o n - m a k i n g o r c h o i c e .
8 . 4 4 D e p r i v a l v a l u e f o r l i a b i l i t i e s w a s s e e n t o e n c o u r a g e a m i x e d - v a l u e a p p r o a c h .
8 . 4 5 D e b a t e w a s f o u n d o n t h e a p p l i c a t i o n o f f a i r v a l u e t e c h n i q u e s .
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A m e r i c a n A c c o u n t i n g A s s o c i a t i o n F i n a n c i a l A c c o u n t i n g S t a n d a r d s C o m m i t t e e , 2 0 0 5 ,
' R e s p o n s e t o t h e F A S B ' s E x p o s u r e D r a f t o n F a i r V a l u e M e a s u r e m e n t s ' ,
A c c o u n t i n g H o r i z o n s , V o 1 1 9 , 3 , p I 8 7 - 1 9 6 .
A n d e r s o n , D & L e f t w i c h , R , 1 9 7 4 , ' S e c u r i t i e s a n d O b s c u r i t i e s : A C a s e f o r R e f o r m o f
t h e L a w o f C o m p a n y A c c o u n t s ' , J o u r n a l o f A c c o u n t i n g R e s e a r c h , V o 1 1 2 , 2 ,
p 3 3 0 - 3 4 0 .
A n d r e w s , F B , 1 9 3 8 , ' A c c o u n t i n g P r i n c i p l e s ' , C o r r e s p o n d e n c e , T h e J o u r n a l o f
A c c o u n t a n c y , V o 1 6 5 , 2 , p I 4 9 - 1 5 0 .
A n d r e w s , F , 1 9 7 3 , ' T e n Y e a r F r a u d o f t h e C e n t u r y P u t s A u d i t o r s i n G u n a n d E x p o s e s
C o m p u t e r F i d d l e ' , T h e A u s t r a l i a n F i n a n c i a l R e v i e w , M a y 1 4 , p 2 8 & 3 4 .
A n d r e w s , B , 2 0 0 4 , ' M a t t e r s o f P r i n c i p l e ' , S n a p s h o t s , B u s i n e s s R e v i e w W e e k l y , M a r c h
1 1 - 1 7 , p 7 1 .
A n d r e w s , D , 2 0 0 5 , ' C o m m e n t s o n P e a s n e l l ' s " I n s t i t u t i o n - s p e c i f i c V a l u e " ' , B I S
W o r k s h o p o n " A c c o u n t i n g , r i s k m a n a g e m e n t a n d p r u d e n t i a l r e g u l a t i o n " , 1 1 -
1 2 N o v e m b e r , B a s e l ( w w w . b i s . o r g ) .
A n o n y m o u s , 1 9 6 3 , ' A c c o u n t a n c y ' s N e w R o l e : I n v e s t o r s M i s l e d , C l a i m s P r o f e s s o r ' ,
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A n o n y m o u s , 2 0 0 5 , ' S u s t a i n a b i l i t y r e p o r t i n g h e a t s u p ' , I n t h e B l a c k , V o l 7 5 , 7 ,
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B r i t a i n ' , i n L e e & P a r k e r , 1 9 7 9 , p 2 6 5 - 2 7 4 . F i r s t p u b l i s h e d 1 9 7 4 , A b a c u s , V o l
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